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CHARTERED 1853 


United States Crust Company 
of New York 


Statement of Condition September 30, 1945 


RESOURCES 


Cash in Banks. . eee ee ee os See 
Loans and Bills Porches’ . P Me ge he - 9 23,964,412.08 
United States Government Obligations Yr a eS 93,659,761.47 
State and Municipal — Sk ae eee 5,739,000.00 
Other Bonds . ide! mle ad es 3,306,300.00 
Federal Reserve Bank Seeck . age en Sane eee 840,000.00 
Real Estate Mortgages. . . . . ae Te oe 3,857,038.25 
Banking House. . . Shae Be ake Gk 1,600,000.00 
Accrued Interest Receivable . ie hs ae See iar (a ee 589,491.55 


rere | 


LIABILITIES 


Dee 6 4 6s 6 ee te ee se > Ree 
Surplus. . ee a ae ae ee ee ee 26,000,000.00 
Undivided Profits ae ee ee ee ee 2,606,545.43 
I a a cg gk ne ee ee 936,780.18 
Deposits . . o « « « « JQRC0R75R31 
Reserved for Taxes, Interest, "Expenses, ete. aie wie Xa 867,649.56 
Unearned Discount . oa: e hk 2 898.19 
Dividend Payable October 1, ’ 2eaa raw 300,000.00 


Se 8 er ee ee 


Securities carried at $42,873,250.00 have been pledged to secure U. S. Government War 
Loan Deposit of $31,608,611.08 and for other purposes as required or permitted by law. 


TRUSTEES 


WituiaMson PELL, President 


Joun J. PHELPs Rotanp L. REDMOND G. Forrest BuTTERWORTH 
JoHNn SLOANE HamiLton HaDLey James H. Brewster, Jr. 
Joun P. Witson Francis T. P. Ptimptron DeEvEREUX C. JosEPHsS 
*BaRKLIE HENRY BENJAMIN STRONG Epwin S. S. SUNDERLAND 
GEorcE DE Forest Lorp *JoHn Hay WHITNEY Basit Harris 

* Serving with the Armed Forces. 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 








The Editor's 
Easy Chair 


In which we present pertinent 
observations and information in 
letters received from our readers. 


UNIFORM FEE SCHEDULES 


I enjoyed and agreed with the editorial in 
the July issue entitled ‘Restraint-of-Trade 
Straw Man.” I have long felt that this issue 
was over-emphasized in connection with uni- 
form schedules of trust fees that have been 
carefully and scientifically arrived at for a 
specific trade area. 

L. K. ELMORE, 
Deputy Bank Commissioner 
Hartford, Conn. 


REGISTERED PROBATE LAWYERS 


Your recommendation (April issue, page 
408) that a group of attorneys be designated 
as registered probate lawyers would be a 
tremendous step forward. The idea certainly 
has merit, and you deserve a lot of credit for 
advancing such a thought. 

DOUGLAS DRUMMOND, 
First Trust & Deposit Co. 
Syracuse, N. Y. 


PURCHASE AGREEMENTS 
QUESTIONS RESOLVED 


The Treasury Department General Counsel 
first issued a special letter ruling declaring 
that taxable gains could result to a decedent’s 
estate, where excess over the investment was 
received under the terms of a binding buy-sell 
Agreement covering decedent’s business in- 
terest. After inviting much confusion and an 
equal amount of taxpayer alarm, T.D. 5459 
was promelgated but it left two open ques- 
tions as was emphasized in the writer’s article 
in the August 1945 issue, page 121. It did not 
expressly dispose of the problem insofar as 
stock purchase agreements were concerned 
and in ruling specifically regarding gains re- 
sulting from the sales of “tangible assets,” it 
ienored the value which the parties invariably 
sitach to “good will” under binding buy-sell 
“greements. 


A Special Ruling issued on August 23, 1945, 
now finally resolves the debatable aspects of 
the problem. It states “The regulations, as 
amended, refer to a partnership agreement 
but the Bureau has taken the position that the 
same principle will apply in respect of the 
basis of stock sold by the estate pursuant to a 
similar agreement between the stockholders 
of a closely held corporation.” Turning to the 
phrase, “tangible assets,” the Deputy Commis- 
sioner offers what might be termed a “reverse 
english” response. Instead of unequivocably 
stating that no portion of those sums repre- 
senting excess payment over investment, not 
attributable to undistributed accrued partner- 
ship income, is subject to income taxes, the 
letter first singles out accrued income, and then 
considers the overage to comprise “tangible 
assets,” thus: ; 


“With respect to the partnership income 
accrued to the date of death upon which no 
tax has been paid, the amount of the income 
reflected on the final return of the partner- 
ship applicable to the deceased partner repre- 
sents his income and not that of the surviving 
partners and must be so reported. The amount 
of the payments made by the surviving part- 
ners in excess of the amount required to cover 
the deceased partner’s share of the current 
partnership income not withdrawn by him 
prior to his death represents the consideration 
paid for his share of the tangible assets of 
the partnership.” 


The Ruling is clear in its reference to cul- 
minated negotiations. It pertains only where 
the sale is not “consummated prior to death.” 
This is readily understandable. Under Section 
126, income attributable to the decedent during 
his lifetime is taxable in the hands of those 
who step into the decedent’s shoes in the same 
manner as if he had been alive to receive it. 
“Consummated” transactions, prior to death, 
make the resultant gain one which is enjoyed 
by the decedent during his lifetime. Whether 
or not the sale is consummated prior to or after 
death will depend upon the language contained 
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in the buy-sell agreement itself. Therefore, it 
is imperative that existing instruments be care- 
fully analyzed in light of the now controlling 
law. 
SAMUEL J. FOOSANER, 
Counsellor-at-Law 
Newark, N. J. 


Ed. Note. See article by Raymond W. Hil- 
gedag in this issue. 


TO THE POINT 


I very much like the new style of your 
magazine. The brief, more to the point arti- 
cles are more easily understood and to a direct 
point. 

DAVID B. STEARNS 
Marianas Islands 


SURVEY EXCELLENT 


I thought the July issue of Trusts and Es- 
tates — particularly the survey of stock- 
holders’ reports — was excellent. The article 
on “The Modern Corporate Report” in the 
’ August issue was also. I am enclosing the 
Bulletin in which we reviewed items from 
Trusts and Estates. 

ERIC HAASE, 
Assn. of National Advertisers 
New York 


TRUSTS and ESTATES—October 1945 
APPROACH TO ADVERTISING 


I am quite interested in what you are at- 
tempting to do in your approach to financial 
advertising. I will appreciate it if you will 
send me copies of your ideas as they are de- 
veloped from time to time. 


GEORGE H. RUTHERFORD, Treas., 


National Dairy Products Corp. 
New York, N. Y. 


CONSTRUCTIVE PROJECT 


Your institution of a department to deal with 
labor relations in your good publication, Trusts 
and Estates, impresses me as a very construc- 
tive project. The material which appears in 
the current column is of very high order. Re- 
cently a booklet came to my attention which 
I think you will find interesting in this connec- 
tion. It is entitled ‘Wealth of (Two) Nations’ 
and is No. 409 in the Economic Survey Series 
of American Enterprise Association. 


LOUIS RUTHENBURG, Pres., 


Servel, Incorporated 


Evansville, Indiana 





Dos fon 
Sund 


INC. 


Massachusetts 
Investors 


“Trust 


Write for prospectus relating to the shares 
of either of these investment funds, each 
of which is managed independently of the 
other by a different management group. 


VANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 


NEW YORK 
61 Broadway 


CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 





“This tendency of the times (of hostility to Capital) cannot be met by shout- 
ing. The crying need of the hour is for some method by which light shall be let 
into every one of these corporations and the public advised of their conditions, 
their operations, their management and their right to live.” 

— Chauncey Depew, from an 1899 address as U. S. Senator 


BUSINESS — PROFITS = DICTATORSHIP 


Reasonable Profits as Key to Free Enterprise 


Editorial 


E have passed through almost a gen- 

eration of iconoclasm. This was first 
expressed in making scape-goats of “money- 
changers,” “capitalists,” “tories” and so on. 
The mistakes, greed and short-sightedness 
of a few business opportunists were im- 
pugned to all businessmen. The people lost 
faith in them as leaders, and sought new 
oracles. 

Next, the distress wrought by the boom, 
market crash and depression expressed it- 
self in world-wide revolution and war. Those 
nations who had defaulted their rights and 
responsibilities to dictators found they had 
gained only defeat and desolation. 

Now, having finished the battle of Europe 
and the battle of the Pacific, we in the 
United States are engaged in internal strug- 
gles. Peace has not yet come, for the reason 
that each group: business, politics and now 
labor, has abused its power. The people have 
tried swinging the balance of power from 
one to another, only to be betrayed by the 
extremists of each group. A hopelessness 
and aimlessness have resulted from this loss 
of faith. The present wave of strikes is but 
a symptom of this moral decay. 


Hiding in Corporate Foxholes 


The creators — scientists, manufacturers, 
businessmen — and the financial guardians 
of people’s savings have come through the 
war with renewed prestige and in a position 
to regain the public confidence. But they are 
under constant and effective attack from 
their adversaries. 

Unless the producers of this country act 
quickly, in concert and courageously in the 
public interest, they may never have the 
chance again in this generation. There are 
still far too many who should be asserting 
leadership who fear to “stick their necks 
out.” Fortunately, we had several million 
soldiers who were not afraid to “stick their 
necks out,” quickly, in concert and with 


courage. The war was not won by men -who 
feared, when the time came, to get out of 
their foxholes; and the peace won’t be won 
by men who hide in the supposed security of 
their corporate foxholes. 


A Small Number Can Turn the Balance 


A feeling of individual futility is sense- 
less, as it is dangerous. We do not need to 
change, overnight, the beliefs of millions, or 
correct, in one effort, the thousands of de- 
lusions and misunderstandings resulting 
from an often inadequate, theoretical and 
unrealistic educational system. It takes only 
a small change percentage-wise to affect our 
political direction. Many an election — poli- 
tical or labor — has turned on one or two 
percent. It takes only a few basic truths to 
affect our economic direction. 

For example, take the matter of Profits. 
Here is the entire crux of the private enter- 
prise system. Without reasonable profits, 
over an extended period, we could have no 
alternative to bankruptcy, loss of savings, 
inflation and state ownership of all our busi- 
nesses. Labor, like management, could then 
have only one boss — the Government. Yet 
profit is the most misunderstood as it is the 
most essential feature of freedom of em- 
ployment: for men, for management, for 
savings. It is the target for attack by radi- 
cals because it is the foundation of our sys- 
tem. 

If we could but set the thinking straight 
on Profits, we would be a long way on the 
road to recovery. It can be done. It is large- 
ly a matter of correcting popular delusions 
and explaining its benefits in human and 
social terms. Not just in investor terms. 

What justifies such a statement? Here are 
the facts. Reliable surveys of public opinion 
— cross-sections of voters, employees and 
farmers — show that they generally believe 
that industry (or Big Business) has made 
profits of 30% or more from the war. Is it a 
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coincidence that labor papers, and spokes- 
men, have been quoting figures of 27 to 35 
percent profits? These are actually “gross 
operating income” figures. But who has 
taken the trouble to tell the public that? 


You Have to Use the Best Tools 


No wonder that a majority of our people 
think corporations are making “too much 
money.” These same people, however, think 
that 10% or more is a fair profit. Too ob- 
viously they do not know that in its best 
year (1944) industry as a whole made less 
than that — 8.2%, or that since 1928 it has 
averaged only 4%. Or that investors aver- 
aged less than 3% of net worth investment. 


If this one set of facts alone could be put 
across, even to only a few percent of our 
people who have been misled and misin- 
formed, the immediate result could be phe- 
nomenal; the general trend would be started 
in the right direction. And it can be done. 
Not by glib generalities, not by trick propa- 
ganda, not by any single job of publicity but 
by using the same tools that the radicals 
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use* — but with honesty. Some are being 
used now by some corporations, by a few 
financial leaders in their communities. Most 
are being neglected. It is certainly a desir- 
able and a pleasant objective to create an 
atmosphere healthy for fair profits — and 
thus for free enterprise. It has been done 
before. The great years of the early part of 
this century followed the statement by 
Chauncey DePew, quoted at the beginning 
of this article. 


*These ‘‘tools’’ will be described in subsequent ar- 
ticles in Trusts and Estates. 


P. R.’s Honeymoon is Over 


Apparently the honeymoon for public rela- 
tions is over. The close of the war brings with 
it a demand that public relations prove itself 
through the sound work it does. Fine speeches, 
glowing promises, efforts undertaken without 
careful thought and preparation will no longer 
suffice. If any director or counsel does not have 
a pretty clearly defined peace-time program 
ready to put into effect, the hour is at hand 
when he had better do some fast thinking and 
quick acting. 

From Sept. issue of PUBLICS, issued by American 

Council on Public Relations. 








When You Need ot Chicage Fiduciary 


The Trust Department of this bank is a complete 

and fully integrated organization equipped in every 

way to co-operate with the attorneys and Trust 

Companies of other states in matters requiring the 
services of a Chicago fiduciary. 


AMERICAN NATIONAL BANK 


AND TRUST COMPANY 
OF CHICAGO 


LA SALLE STREET ... 


~ 


Member Federal Deposit “a 


», 


=, AT WASHINGTON 


2 
s Insurance Corporation 





Guaranty Trust Company of New York 


FIFTH AVE. OFFICE MAIN OFFICE MADISON AVE. OFFICE 
Fifth Ave. at 44th St. 140 Broadway Madison Ave. at 60th St. 


LONDON PARIS BRUSSELS 


Condensed Statement of Condition, September 30, 1945 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers $ 590,835,321.19 


U. S. Government Obligations : 2,006,523,381.41 
Loans and Bills Purchased $54,413,726.10 
ne ne a ld $ 83,475,589.29 
Stock of the Federal Reserve Bank 7,800,000.00 
Other Securities and Obligations 28,375,658.47 
Credits Granted on Acceptances 2,.274,116.69 
Accrued Interest and Accounts Receivable -..- 10,267,159.19 
Real Estate Bonds and Mortgages 1,546,638.46 


133,739,162.10 

a ek eT Feder AECL Te Dee sae EE 9,178,760.19 
Other Real Estate 713,059.65 
Total Resources $3,595,403,410.64 


Capital 90,000,000.00 
Surplus Fund 170,000,000.00 
Undivided Profits 50,313,121.56 

Total Capital Funds $ 310,313,121.56 
General Contingency Reserve , 35,331,658.05 
Deposits $3,.211,632,821.37 
Treasurer’s Checks Outstanding 7,139,742.45 

Total Deposits 3,218,772,563.82 
Acceptances 5,136,661.95 


Less: Own Acceptances Held for Investment .. 2,862,545.26 
2,274,116.69 

Liability as Endorser on Acceptances 
and Foreign Bills 137,311.00 
Dividend Payable October 1, 1945 2,700,000.00 


Items in Transit with Foreign Branches and 
Net Difference in Balances between Offices 
Due to Different Statement Date of Foreign 


Branches 762,050.36 


Accounts Payable, Reserve for Expenses, 


Taxes, ete. 25,112,589.16 





30,986,067.21 
Total Liabilities $3,595,403,410.64 


Securities carried at $716,025,032.17 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 
This Statement includes the resources and liabilities of the English, French, and Belgian 
Branches as of September 26, 1945. 


Member Federal Deposit Insurance Corporation 
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WHAT CAN YOUR 


Annual Tiywort 


REALLY DO FOR YOU? 


You can gain many definite and tangible advantages for your corporation by publish- 
ing an annual report that will be read and understood. Properly conceived and 


attractively designed, it should: 


lL Increase the confidence of the stockholder in 
the management and interest him in pro- 
moting company’s products and services. 


2. Be a means of attracting new shareholders, 

since banks, rating agencies and investment 
advisers serving potential investors rely heavily 
on your official communique—your annual report. 


3. Afford you an opportunity of telling what 
you have accomplished, what you plan and 
what you stand for. 


4. Enable your company to obtain better terms 
when undertaking financing, either for ex- 

pansion, refunding or, in the case of closely held 

corporations, for partial sale of ownership. 


We have been privileged to assist in the preparation of the annual reports of nationally 
known corporations, both large and small. Out of this experience and from our back- 
ground in the field of finance and public relations, we can create for you a truly effec- 
tive report—one that will be not merely an array of figures but one that will emphasize 
the significant phase of your operations—one which will implement your every day 


efforts and be your corporate show window. 


We would welcome the opportunity of demonstrating how we can make your 
annual report for 1945 do justice to your company and its management. May we sug- 
gest a preliminary discussion now? No obligation is entailed. 


ALBERT FRANK-GUENTHER LAW 


INCORPORATED 


Advertising and Public Relations 
131 Cedar Street, New York 6 


BOSTON ° PHILADELPHIA 


CHICAGO ° SAN FRANCISCO 





TWO KINDS OF COMPARATIVE DATA 
What Investors and Public Need to Appraise Corporate Progress 


A Trusts and Estates Staff Study 


S industry faces a job of production 
A stripped of the drama of war ser- 
vice, and a transition effort of often 
critical proportions, its record and re- 
ports will take on new characteristics 
— and new significance. Stockholders, 
along with other managements, labor 
leaders, the press and government, will 
be watching the periodic and annual 
reports for 1945 with keen interest. 
They will have to be clear and adequate 
to gain confidence. 

But beyond being a catalogue or summary 
of the year’s operations, no matter how well 
that job is done, they will not satisfy any 
sophisticated reader without adequate com- 
parative data. After all, a year is but an 
arbitrary mark on the road of corporate 
progress. Investors, and particularly trus- 
tees — with many billions of dollars of in- 
vestments under their administration — 
definitely want more extensive comparative 
figures than are found in the great majority 
of corporate reports. 

There is another highly important aspect 
to this matter of comparative data, beside 
that of calendar comparisons. Often more 
significant to the investor and certainly 
to better public understanding — are com- 
parisons of related factors of the company’s 
operations. Here the use of charts is parti- 
cularly effective. Some companies have 
shown excellent foresight and business 
sense in relating their data both to other 


years and other parts of their business costs 
and achievements. These latter corporations 
furnish us the basis of the present study. 


Changes in Emphasis 


HE two basic financial statements of a 
Bf ipentiers corporation are the income ac- 
count and the balance sheet. Emphasis has 
swung in recent years to the income ac- 
count, in contrast to that formerly placed 
upon the balance sheet. A study of both is 
necessary, however, to reach any definite 


conclusion as_ to _ financial 
strength. 

While all but a few tight-lipped corpora- 
tions are giving two-year comparisons of 
such basic figures as sales, earnings before 
and after taxes,-and other common features 
of the balance sheet and income account, 
relatively few yet give these data for any 
extended period. Standing by themselves 
such figures are almost meaningless, or of 
strictly limited use. 

Trusts and Estates’ recent poll* of profes- 
sional and institutional investors revealed 
that they were most interested in the corpo- 
rate story as told in comparative facts and 
figures over a period of years, to give a 
“moving picture, not a still-life photograph,” 
of a company’s operations. 

To satisfy the requirements of this group, 
it would be necessary to present a detailed 
consolidated income account and balance 


*Sept. 1945, page 171. 


position or 
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sheet for the year under review, and a com- 
parison with the preceding year, supple- 
mented by at least a streamlined income ac- 
count and balance sheet in tabular form for 
an extended period. 


Balance Sheets and Income Statements 


O indicate peacetime as well as wartime 
operations, such tabulations should be 
for at least ten years. Some commentators 
suggest a similar comparison for the first 
five years after the close of World War I, to 
give an idea of how the company fared in 
that period of readjustment. Except for the 
few companies that provide long-term com- 
parisons of the balance sheet and income ac- 
count — detailed or summary — there is an 
undesirable blank for this crucial period. 
Granted that changed conditions in both a 
company and an industry may make these 
virtually worthless in many instances, they 
may be note-worthy for that very reason. 
Long-term data might seem repetitious, 
but all companies have new stockholders 
each year and also few old stockholders want 
to dig out previous annual reports even if 
they are available. 


Mion 


“~~ 
EXECUTORS AND TRUSTEES 


Ancillary administration and 
other agency services in 
Canada handled promptly and 
efficiently. Enquiries invited. 


Assets under Administration 
$890,000,000. 


Head Office — Montreal 
HALIFAX - TORONTO 


EDMONTON - VANCOUVER 
LONDON, ENG. 


MONTREAL 
WINNIPEG 
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A review of corporate reports issued by 
more than 300 leading companies for 1944 
shows only a relatively few industrial con- 
cerns that give a detailed statement of the 
income account and balance sheet for an 
extended period, to include pre-war years. 
Notable examples are: C & O Railway, Con- 
tainer Corp., Electric Boat, Hamilton Watch, 
Monsanto, National Dairy, Sharpe & Dohme, 
Walker-Gooderham and, topping the list, 
New York Central, Sante Fe and U. S. Steel 
with 49 and 43 year income and expense 
comparisons. 

In the Caterpillar report, for example, 
these basic figures were broken down still 
further as to source and disposition of work- 
ing capital from incorporation in 1925 to 
the close of 1944. Finally a resume of the 
company’s capital account and dividend rec- 
ord during its corporate existence was pre- 
sented in tabular form with explanatory 
notes. 

The United States Steel Corporation also 
gave a complete statistical analysis of its 
operations yearly since its organization. 
This listed twenty-one items for forty-three 
years, with comparisons. However, most of 
the figures covered manufacturing opera- 
tions; few related directly to the income 
account and balance sheet. The financial sit- 
uation was covered only in basic figures for 
the year under review and the preceding 
twelve months. 


Detailed Data and Highlights 


HE Allied Chemical and Dye Corpora- 

tion apparently is the largest concern 
which still puts out a report with no com- 
parative figures, even with the preceding 
year. Containing the fewest possible basic 
figures in the two statements, the report is 
an example of the still-life type which has 
drawn so much criticism. 


A comparative detailed analysis of a bal- 
ance sheet and income account is of special 
interest to a stockholder and particularly to 
the investment analyst, who can create much 


' good-will for a company. These analyses are 


provided by most companies in the railroad 
group, where statistical information gener- 
ally is satisfactory. Most of the large utility 
companies also supply similar data, but only 
a small minority of industrial organizations 
give them for even five years. 

The investment analyst generally wants 
figures in as much detail as is pertinent. 
However, a few basic figures in the income 
account and balance sheet, if presented on a 





comparable basis for an extended period, 
will give a fairly accurate moving picture of 
a company’s financial affairs. Virtually no 
two companies follow the same procedure 
even where they attempt to give such in- 
formation, though such operating and finan- 
cial highlights are quite effectively present- 
ed by a number of concerns for periods of 
five years or more. Those giving such data 
for more than five years include: American 
Gas & Electric (7); Nickle Plate, Republic 
Steel, Standard Oil (Ind.), Stewart-Warner 
and United Air Lines (10); Union Bag & 
Paper (13); du Pont (20) and Spencer-Kel- 
logg (32 years). 


A Few Basic Figures 


ENERALLY there are about six items 

each in the balance sheet and the in- 
come account that the broker and analyst 
would like to have in tabular form and wher- 
ever possible for the life of the company. 
By reducing the items to that number, the 
table would not be cluttered up with ex- 
traneous statistics. In addition, the financial 
history of the company could be told in much 
less space and more effectively. 

In the case of the income account, the im- 
portant items are sales — excluding taxes 
collected for the account of government and 
also intercompany transactions — net in- 
come before taxes, net income available to 
common stock, dividends paid and earnings 
per share. 

On the balance sheet the chief figures are 
current assets, current liabilities, reserves, 
long-term debt, earned surplus and net as- 
sets available to the common stock. Other 
items also are important and in many com- 


panies with diversified products or special - 


operations, might take precedence over those 
listed. 

Such tabulations would summarize the 
financial progress of a company without un- 
due complications with inter-related items, 
which might be explained by graphs, charts 
or in tables in other parts of the reports. 
However, any major decreases or increases 
in any of these key figures should be ex- 
plained briefly. 


Trend and Current Position 


ANY investors go to their bankers or 
; brokers for interpretation of and com- 
ment upon corporate reports received. Dis- 
cussion and action are expedited if the ad- 
visers have the essential facts in simple 
tabular compilations and_ inter-related 


MILLIONS OF DOLLARS 
Gross Revenue 
\ 


From Report of American Gas & Electric Co. 


charts. Most prospective investors consult 
their brokers and bankers in advance and 
this simplified material also would come in 
handy. Furthermore, if it is presented prop- 
erly, in many instances general investors 
may form their own opinions of the status 
of an enterprise — not only as an invest- 
ment, but as a good social institution, and a 
good company to do business with. 


Although the actual worth of a stock is 
dependent almost entirely upon the earning 
power of the company, there are items in 
the balance sheet that cannot be ignored, 
and the trend is even more important than 
the present situation. Current assets and 
current liabilities determine, of course, 
whether the concern is in a condition to meet 
an emergency and to cover its short-term 
obligations in the event of a sharp reduc- 
tion in earnings. But the way that the man- 
agement has met the situation over a “test- 
period” is equally important. 

Investors also want to know the range of 
long-term debt over a period of years. A 
trend of earnings likewise is necessary to 
determine whether income is sufficient to 
meet service charges on the debt and also, 
if the debt cannot be met out of earnings, 
to determine whether financing is feasible. 


Earnings Related to Other Factors 


HE practice of showing earnings for a 

series of years, instead of only the cur- 
rent and prior year, still leaves much to be 
desired. They can be more effectively pre- 
sented, through bar charts, by graphs or 
even in tabular form of comparative high- 
lights, in conjunction with major determin- 
ants or divisors such as taxes and wages. 
Among the companies which give this double 
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comparison (by years and by factors) for 
periods exceeding two years are: Iron Fire- 
man (15); General Mills and U. S. Steel 
(10); Electric Boat (8); Monsanto (7); 
Illinois Bell Telephone and P. R. Mallory 
(5), topped by New York Air Brake (25). 


In tracing what has become of past earn- 
ings, a study of the key items in the balance 
sheet usually gives a good clue, particularly 
the trend of the current assets and the long- 
term debt. The earned surplus and the trend 
of earnings also give an idea of how wisely 
the previous surplus income withheld from 
stockholders has been re-invested. 

Admittedly, the net assets applicable to 
the stock have little bearing on its actual 
worth. However, in these days of inflation, 
an investor may like to know what is back 
of the stock in a tangible way. Changes in 
capital structure, or in working capital, are 
well displayed in reports of P. R. Mallory, 
Caterpillar, Thompson Products, Humble 
Oil and Package Machinery. 

While many companies give, by itself, the 
dividend record or dividends and profits go- 
ing back from 5 to 46 and 89 years (Penn- 
sylvania R. R.). respectively, it would seem 
far more useful, and saving of time and 
space, to combine their presentation with 
related data. A few companies report either 
net or gross income and taxes per share 
(i.e. before and after taxes) for periods 
over 10 years (Acme Steel, Erie R. R., 
Thompson Products) while several more 
give ten year comparisons. The relationship 
or ratio of profits to sales is featured by 
some companies, as noted later in this re- 
port, while a trilogy of Sales-Earnings- 
Dividends makes far better illustration than 
do single tabulations or charts for each. 
Woelworth does this for a period covering 
33 years, and Spencer-Kellogg for 32 years. 
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From Chesapeake & Ohio Railway report 
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Sales — Whence and Where 


HE most frequent and longest compara- 

tive records are those of sales, though 
even here too few companies record them 
for more than two to five years. And usually 
they are isolated, rather than combined with 
their components. 


A sales chart usually is the basic element 
in a corporate report, but other factors may 
need special treatment to convey the proper 
picture or to drive home a major point. For 
example, the mere presentation of total tax- 
es in an independent list or chart is without 
color, although the amount of taxes paid in 
each classification might interest the in- 
vestor. To stress the heavy burden of taxes 
on industry — or more properly on employ- 
ee, consumer and investor — however, they 
could be divided into the amount for each 
share of stock outstanding or for each em- 
ployee of the company or related to other 
cost factors. (c.f. Eastman Kodak, C & O 
Railway, General Motors, Westinghouse Air 
Brake, Columbia Gas & Electric, etc.) 


Sales may be more usefully shown in re- 
lation to profits, or costs, either in dollars 
or on a percentage basis. This is done by 
Allis-Chalmers, Borden, Goodyear, Link- 
Belt (for 39 years) and Walker-Gooderham 
in their last reports. Probably the most val- 
uable comparisons are those showing make- 
up or distribution of the income dollar. Not- 
able for this are reports of Milwaukee Road 
(17 years) ; Swift & Co. (15) ; Chesapeake & 
Ohio and Creole Petroleum (10); North 
American Co. (5) ; Food Machinery (4) and 
an excellent single year breakdown by Ser- 
vel, Inc. Sales prices of products may be pre- 
sented in relation to major costs of produc- 
tion, including average hourly wages, prices 
of raw materials and total operating taxes, 
as in the reports of E. I. duPont de Nemours 
& Co. and McCormick & Co. 





Several Desirable Objectives 






ALES prices and costs of certain prod- 
ucts are shown on the same graph by Mc- 
Cormick & Co. (13 years), Tubize Rayon 
(6) and duPont (5). Sales prices are related 
to taxes by the Texas Co. for a period of 25 
years — showing a rather considerable in- 
crease! Perhaps the record for long-term 
comparative data, shown in readily compar- 
able columns, is that of the Pepperell Manu- 
facturing Co. which tabulates Sales, Earn- 
ings, Net current assets and liabilities, and 
dividends for every year since 1852. 











As there are many purposes served, or 
capable of being served by a company re- 
port, and since readers (at first or second- 
hand) have diverse interests, it is interest- 
ing to note two quite different types of data. 
For investors, several show not only earn- 
ings and dividends per share, but also mar- 
ket quotations (average or high and low) 
and yield figures, over ten years or more. 
Examples are American Home Products, 
Chicago Mail Order, Food Machinery, 
Thompson Products and (for 60 years) 
Ruberoid. 

The relation between capital and employ- 
ment is shown all too seldom. Operative in- 
vestment per employee, for example, is 
given in only two of the reports reviewed: 
duPont and P. R. Mallory. Yet it is the rela- 
tionship between invested capital and pro- 
fits, and the number of employees and the 
payroll, which so urgently needs understand- 
ing. It is unfortunate that Lincoln Electric 
does not issue a report to contain the charts 
published in its pamphlet showing sales, 
wages, productivity, prices of products and 
return to investors. The relationship of 
these factors, over a period of years, is im- 
pressive and carries a special significance in 
plain language. 


Miscellaneous but Useful 


WO-YEAR comparative tables of the in- 

come account and balance sheet present 
an opportunity to give more details than 
most companies are providing now. In addi- 
tion, items such as gross sales, plant invest- 
ments, marketable securities and other in- 
come might be broken down and receive 
special treatment in tables elsewhere in a 
report. The railroads and most of the utility 
companies and many concerns with several 
products and services classify their sources 
of income. In several instances companies 
with large investments abroad are listing 
these with respect to countries. 

Few companies reveal any statistical data 
with respect to wholly owned subsidiaries. 
Since many of the large companies carry on 
their operations mainly through subsidiary 
organizations, some more information about 
their fiscal condition might be pertinent. 
The Atchison, Topeka and Santa Fe Rail- 
way gave the income accounts and balance 
sheets of thirty such subsidiary companies 
in its report for 1944. 

Capital expenditures and depreciation and 
imortization are more important indices if 

‘ey are shown over a period of years as 
‘ .terpillar Tractor, International Paper and 

andard Oil of N. J. did in their last re- 
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ports. Post-war and other general reserves 
and inventories are of particular interest 
now and should at least be contained in the 
highlight of operations which several com- 
panies, including American Optical, Borden 
Co., McCormick and Westinghouse Electric. 


Relating to the National Picture 


INCE any large enterprise rises and 
falls largely as does the country, it is 
frequently pertinent to show a company in 
relation to the national economy or to the 
industry within which it operates, or both. 
There are only a few cases to illustrate this. 
As an example, Caterpillar Tractor in its 
last annual report showed how its sales com- 
pared over a period of 15 years in relation 
to the Federal Reserve Board’s index of in- 
dustrial production. The Consolidated Edi- 
son Company of New York presented a 
graph showing how its revenues compared 
over 16 years with the entire electric and 
gas industry and also with national indus- 
trial production. Chicago Mail Order shows 
its sales in relation to sales of the industry 
(10 years). 

Cost of product or service in relation to 
cost of living is shown graphically by Amer- 
ican Gas & Electric, Northern States Power, 
Pacific Gas & Electric. Profits comparison 
with Manufacturing Index is recorded by 
the Michigan Bell Telephone. Supply and 
demand data are given by Goodyear Tire. 

Many companies give the number of stock- 
holders at the time of the report or for sev- 
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eral years. More significant would be pro- 
portion to the number of employees. In the 
same tabulation could be included the 
amount in dividends in relation to wages 
paid to employees. In addition, it might be 
well to classify stockholders as to groups 
and also with respect to shares held. (c.f. 
American Optical, American Telephone & 
Telegraph, Consolidated Edison, General 
Motors.) 

Various concerns give the stockholders 
tables or charts that allow ready compari- 
son of not only the trend during the years 
but the relationship of wages to taxes and 
profits. Comparative charts showing average 
annual wages lose effectiveness by not being 
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compared with taxes or with investment in 
machines, building and other assets on a per 
worker basis. 

Corporate annual reporting § involves 
many exceptions to general rules because of 
the difference in age of companies, mergers, 
different types of industry, even geographi- 
cal and size factors. However, more and 
more managements are providing a complete 
financial picture over an extended period and 
sketching the technical and sociological as- 
pects of their company. The variety and at- 
tractiveness of the features mentioned 
shows what is being done and what can be 
done to the benefit of investor, employee, 
public — and company. , 


BEST REPORTS BY INDUSTRY AND BANKING 


An impressive measure of the importance 
attached to public relations of business, and 
to the annual report as a major tool in that 
field, was the attendance of 1,000 execu- 
tives of the nation’s industry, commerce and 
finance at the first Annual Report dinner of 
the Financial World at the Waldorf-Astoria 
in New York on October 2nd. “Oscars of In- 
dustry” were presented to representatives of 
one hundred companies whose reports were 
judged modern and distinctive by a special com- 
mittee. Fifty “best in industry” awards were 
made, and fifty second-bests, covering every 
major line of business activity. Caterpillar 
Tractor won top honors, followed by Chesa- 
peake & Ohio. 

These were the winners from among 372 
annual reports cited as “modern” out of over 
2,500 submitted in the magazine’s recent con- 
test. Only eight banks throughout the coun- 
try qualified as having “modern” annual re- 


ports, of which both final winners were Ohio 
institutions — as Senator Taft, in his address, 
took civic pride in pointing out. The “best in 
the field” for Banking went to the Central 
National Bank of Cleveland, and to the Fifth- 
Third Union Trust Company of Cincinnati. 
The other six, receiving honorable mention, 
were: Bank of America, N. T. & S. A., First 
National of Tulsa, Franklin Square National 
(Long Island), Girard Trust of Philadelphia, 
Irving Trust Company and Savings Banks 
Trust Company, both of New York. 

Senator Taft, in a ringing denunciation of 
the “spend your way to prosperity” school 
of political economists, stated that “We are 
drifting rapidly into a chronic condition of 
deficit spending” and predicted an unparal- 
leled inflation if we do not balance our budget 
in the next two or three years. He estimated 
a $20 billion budget, and believed we could 
raise that amount without crushing initiative. 


Never Over-Estimate 


“People want to know facts, especially facts 
about things that affect their personal lives. 
They may not always use those facts intelli- 
gently, but they dislike having facts sup- 
pressed. .. . In short, there is an everlasting 
need to make people better informed — about 
everything. All my experience in the polling 
business indicates that when the common peo- 
ple know and understand the facts, the major- 
ity arrive at a sensible, realistic conclusion 
as to what should be done. I agree with the 
late Raymond Clapper who used to say: ‘Never 
over-estimate the people’s knowledge nor un- 
derestimate their intelligence.’ ” 

GEORGE GALLUP. 


issue. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, SEPTEMBER 29, 1945 


RESOURCES 


Cash and Due from Banks .. . . . $ 885,689,923.27 
U. S. Government a dwet onl fully 

guaranteed . . . « «  2,765,350,070.29 
State and Municipal a Be i ad Se 154,094,898.63 
Other Securities . . . ap re 168,104,505.08 
Loans, Discounts and Bankers’ Acceptances a ea 919,835,476.94 
Accrued Interest Receivable . . . ...... 12,208,063.71 
Mortgages . . . ae £95 alee 8,153,962.94 
Customers’ Acceptance Liability ae We a eS 5,579,304.36 
Stock of Federai Reserve Bank. . . ..... 7,050,000.00 
Banking Houses. . . -. - + + + + © «© « « 34,406,139.70 
ee i We ce a 2,496,862.19 
eee kk Oe ek Oe oe 2,424,493.99 


$4,965,393,701.10 


LIABILITIES 


Capital Funds: 
Capital Stock . . . . . . . $111,000,000.00 
Surplus . . . . « « « 124,000,000.00 
Undivided Pookie . ~ « « » « « 6632805066 
$ 301,128,030.66 
Reserve for Contingencies . . . ...... 12,992,152.22 
Reserve for Taxes, Interest, etc. . . . . ... 15,849,470.65 
Deposits . . 26+ ss «¢ » * =e See 
Acceptances Outstanding  « « - § Fee 
Less Amount in Portfolio . . 1,717,975.81 5,968,556.00 
Liability as Endorser on Acceptances and Foreign 
se i Se es Ok oe OK ee cee Se 84,501.58 
0 Be a ee 8,753,192.60 
$4,965,393,701.10 


United States Government and other securities carried at $953,564,096.94 are pledged 
to secure U. S. Government War Loan Deposits of $609,782,040.65 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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ECONOMIC DOCTORS—OR UNDERTAKERS:? 


Bank - Trust Teamwork with Industrialists and Educators 


ALLEN CRAWFORD 
Vice President, Bankers Trust Company of Detroit 


NCE upon a time — there was a 

banker who had a lot of nice credit 
lines out and he used to catch five and 
six percent loans regularly. And there 
was a trustee who had no worries about 
surcharges or squawky beneficiaries or 
co-trustees because he always gave 
them five or six percent income and 
could preserve their principal by either 
the quick or slow freeze method. He 
could either put it all into “legals” 
and stick them in the vault, or conscien- 
tiously work the original investments 
into blue-chips, and leave them alone 
to accumulate good dividends and in- 
terest. 


So much for ancient history. Politi- 
cians have shown what can be done by 
Public Relations experts. In a few 
years they junked most of the age-old 
maxims — the good along with the bad 
— and gave us Semantics and a new 
Bill of Rights. We hadn’t yet caught up 
with our payments on that Bill when 
we were brought into a war at once ter- 
rible and glorious — a war to prove 
that men with a large degree of indi- 
vidual freedom from government whip- 
hands could outfight as well as outpro- 
duce the servile minions of the State. 


Now we have emerged victorious, 
thanks to the ability of our men of war 
to look at reality and “stick their necks 
out.” They had the courage of their con- 
victions that the rights of individuals 
were worth fighting for. 


Time to Call the Bluff 


7 HAT are we going to do about it — 
we who represent the public relations 

side of banking and finance and private 
capital? Are we going to let the boys come 
back to some rejuvenated W.P.A., to a newly 


Based on address delivered before Chicago Financial 
Advertisers Assn., Sept. 1945. 


perfumed form of relief, to a land where 
pressure groups and those in charge of the 
public purse spend us into financial as well 
as moral bankruptcy? And all because the 
only economics the majority of the voters 
know is the kind taught by glib-tongued do- 
gooders, ivory-tower dreamers and political 
charlatans. Dare we let these economic ter- 
mites keep their monopoly on the public 
stage, accuse our system of private enter- 
prise of all the sins of the world, without 
being called to account? 


Banking and Trusteeship wants to re- 
gain its lost leadership and increase the 
prestige of its members. The question is 
HOW? Some well-conceived job of Public 
Relations is sorely needed. Selling the uses 
of a checking account, or the value of an 
immediate trust is fine — as far as it goes 
— but that is only the merchant function. 
We need to get the hearty goodwill, respect 
and support of our communities, of lawyers, 
businessmen, employees, depositors, and the 
other groups that have the power to make or 
break our business, the political power to 
set up or change the kind of economy in 
which we can do business. 


A Community Affair 


UR business, and the business of practi- 
cally everyone of our customers or 
prospects, depends on the Profit-System — 


INTERESTED IN PURCHASING — 


SUBSTANTIAL BUSINESSES 
LARGE HOLDINGS IN CORPORATIONS 
ENTIRE COMPANIES 


Investment and Creative Capital wishes to 


broaden its industrial and business activities. 
All matters treated in strictest confidence. 
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or more accurately, the profit-and-loss sys- 
tem of private enterprise. What are we do- 
ing to preserve and sustain it, to correct the 
misconceptions, to counter the damaging 
attacks made on it by irresponsible or illiter- 
ate pressure groups and armchair pinks? 
Already some of our people are pointing the 
way. In a recent address, Walter Bischoff of 
the Old National Bank in Evansville said: 


“From top to bottom business must tell 
the story of free enterprise. It can’t be left 
to a few of the nation’s biggest businesses. 
If free enterprise is to be maintained, the 
story must be told at the grass-roots — 
right where thinking people live.” 


Citing a survey which showed that 30% 
of the people are for government ownership 
of banking as well as of railroads and pow- 
er companies, and another 21% undecided, 
Ben Wooten of the Republic National Bank 
of Dallas told a service club recently that “‘it 
is the duty of business to reclaim that 21% 
to American principles.” 


If we think we can just let the old pendu- 
lum swing, we are only risking our own 
necks as it is pushed across them by well 
organized agitators, including some educa- 
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tors and economists, who want to see the 
paternal State take over. 


On Trial for Our Business Life 


T takes no fancy economist with a hatful 

of summa cum laude degrees to know 
that we can’t live half slave industry and 
half free. If railroads and utilities become 
nationalized — as is in process right now in 
England and other countries — we shall 
soon have no use for entrepreneurs or banks 
or advertising men. Let’s not kid ourselves 
that It Can’t Happen Here. The United 
States is the last important citadel of pri- 
vate banking and business — we are on trial 
before the world and it’s going to take every 
lasting one of us who believe in that system 
to sell it. We can’t default again, draw into 
our shells and play solitaire. The lady who 
wrote “Live Alone and Like It” got married 
a few weeks after the book was published. 


At the root of most of our difficulties, our 
conflicts and our fears, lies a vast public 
lack of literacy about the plain economics 
and values of money and profit and capital. 
As Dean McCarthy of the College of Com- 
merce of Notre Dame told the Adcraft Club 
in Detroit some weeks ago, “We have failed 
dismally to teach and acquire a sound work- 
ing knowledge of how we live . . . These 
conflicts are the flowering of a cumulative 
lack of knowledge regarding economic 
truths.” 

If we agree that we have both a responsi- 
bility and an opportunity to regain lost lead- 
ership, by repairing this illiteracy which 
threatens to sweep us into socialism, then we 
can do a job, each in our own community, 
that will be at once a public and a personal 
service. 


Help Business Tell Its Story 


HERE is, for example, no better way of 

fostering close relations with the busi- 
ness concerns of one’s city than to work 
with them in publicizing and dramatizing 
the benefits of corporate enterprise — the 
value of tools and necessity of profits — 
and how these work to the advantage of the 
employee, the community, the consumer, the 
nation, as well as the investor. Business is 
going to more and more expense and effort 
to tell its story, and will appreciate every 
aid given by local financial institutions. The 
president of the Union Oil company is one 
of many who favors the idea of banks join- 
ing with corporations in a “Crusade to free 
capitalism from the mystery and stigma 
with which it has been surrounded.” 





Other leading industrialists, fi- 
nancial officers and public relations 
officers have similarly expressed 
themselves and blueprinted the pub- 
lic relations work that needs doing. 
Some have expressed wonder at why . 
the institutional investors — whose 
success so fully depends on reason- 
able corporate profits — have not 
spoken up and allied themselves in 
this educational effort. One ex- 
pressed it that “it is as much their 
obligation as it is ours. Actually I 
think the trustees of capital are in 
far more vulnerable position than is 
industry, as was recently witnessed 
by circumstances connected with 
the Bank of England.” 


First, Pass the Ammunition 


THINK that statement should be quali- 

fied, however. It seems to me to be pri- 
marily the responsibility of industry to tell 
its story. If they had given us more facts 
and figures, not simply generalities about 
the benefits of private enterprise, or the in- 
vestors’ benefits, but those to the wage-earn- 
er and other groups in the community, we 
could have helped put the story across. 

This we can do by talks before service 
clubs, professional groups, in public address- 
es and in talks with industrial management, 
political representatives and labor leaders 
with whom we do business. Let them pass 
the ammunition and we advertisers and pub- 
lic relations men should be able to fire it in 
our oWn community, not only through 
speeches but in our institutional advertising, 
perhaps in window and lobby displays, in 
direct mail literature. 

Probably the most effective field in which 
a group like ours can do a very worthy and 
business-like job, with advantage both to 
our public and to ourselves, is in the field 


of economic education. The vice president of 
the Western Union Telegraph Company, 
writing in the August issue of Trusts and 
Estates, remarked “I think what is needed, 
fundamentally, is a long term effort in the 
schools and colleges to improve the teaching 
of economics so that people will really under- 
stand what makes the free enterprise sys- 
tem work.” 


Who Said “Profits”! 


T seems to me just good common sense to 

put our shoulders to the wheel of busi- 
ness fortune. Uncertainty hangs heavy over 
this issue of freedom for business. It is the 
moment to come out of our storm-cellars 
and speak up for the only system under 
which we, our neighbors and our customers 
— big and little — have the best chance of 
making a good living and getting ahead. 
Who runs business is certainly as important 
to us as who runs our banks, for if the gov- 
ernment freezes the one out, it will have to 
take over the other. 

And this is no matter of seeing things un- 
der the bed. Just look at such recent propos- 
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als as that of William H. Davis of the Of- 
fice of Economic Stabilization, the implica- 
tions of the Full Employment bill, see what 
taxes do to industry and what wage propos- 
als of some labor leaders would mean to 
costs or profits. In fact, just mention the 
word “profits” without shaking at the knees 
and looking to see if anyone’s listening. 

Isn’t it profits that support our loans and 
our investments, that create individual 
wealth for our bank deposits and trust ac- 
counts? Where would our whole banking 
and industrial system be without reasonable 
profits — enough to offset the losses with a 
margin to spare? Where would we be? We 
would be just where banks and big industry 
are in Russia, where they have been in Ger- 
many, and where they may be going in Eng- 
land — under government control. 


What They Don’t Know, They Think 


HAT can we do to promote a better 

public understanding of the necessity 
of profits — to job security and advance- 
ment as well as to investors? Can’t we take 
our rightful place in the sun of publicity as 
respected advisers on financial affairs and 
effects? And if we fear that whatever we 
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say will be whistled down as “capitalist 
talk” isn’t it because we have failed to pub- 
licize the benefits of capitalism to employees, 
to consumers and community, because we 
have thought and talked only of the benefits 
to investors? As though they weren’t Sia- 
mese twins! 

It is a sad indictment of our educational 
system to have to apologize for fair profits, 
to live in fear lest the small return on capi- 
tal be pared further by public animosity, by 
pressure group demands and by government 
restrictions. There are hopeful rays, how- 
ever. Just to mention one, the public opin- 
ion surveys which show that most people 
think the investor is entitled to 10 percent 
on his money. Know anyone in this room 
that wouldn’t settle for half of that? 

You may say, “well, if the public thinks 
10 percent is a fair return, what are they 
crabbing about?” It’s the old story. Most of 
these same several thousand typical citizens 
thought that big business was making close 
to 30 percent profits. They didn’t know it 
was just 4 percent over a period of years, 
for someone forget to tell them that we 
don’t have a Profit System — we have a 
Profit-and-Loss System. 


Where Fables are Born 


HERE do they get such ideas? Where 
do some of our labor leaders and -gov- 
ernment representatives get their ideas? 
Where do the wage-earners of this country 
— who with their families make up about 
three-fourths of our population — get their 
ideas? Naturally, just from the people that 
give them out, mostly today the labor press 
that talks about profits before taxes, and the 
political demagogue, and from the very 
vocal minority of economists and teachers 
in many schools and colleges who read Kar! 
Marx more avidly than they do the Bible. 
Here is one place we can do a real job of 
protection of our customers and our neigh- 
bors who believe in the American Way. We 
can take an active civic interest in our edu- 
cational institutions, learn to know some of 
the teachers of social studies, civics, eco- 
nomics, banking and finance, history. See 
what kind of books they are using as eco- 
nomic texts. See whether they have any of 
the excellent material now available from 
various industries which tell about the world 
of business. Arrange to show some of the 
movie films which leading railroads and in- 
dustries have produced to dramatize the 
practical role of Economic Man. 
How much longer can we afford to fiddle 
on the sidelines? Hamlet once made a rather 
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odoriferous remark about Denmark. I won- 
der what he would say if he could come down 
— or up — to the U. S. A. today and take a 
look at such things as the survey of the Psy- 
chological Corporation last April, in which 
a typical segment of 2,500 of our country- 
men were interviewed on the question: 


“Who do you think can do the best job of 
straightening things out after the war? 


Business leaders — including bankers — 
polled 21 percent; government in Washing- 
ton polled 46 percent. And the business lead- 
ers had lost 5 percent since 1941. As the an- 
alysis said: “Reliance on the Government is 
at a high point, and reliance on business 
leaders is at the lowest point reached in this 
series covering four years.” 


Loss of Faith from Lack of Facts 


HAT loss of faith is not justified by the 

facts. I believe it is mainly the result of 
the failure of business leaders to do a good 
selling and publicity job. Business and bank- 
ing have a fine record of performance — 
during the depression and during the war. 
But they remained too silent. They let the 
prosecution make charge after charge with- 
out taking the stand in self-defense. And 
when they did it was too often in mysterious 
technical terms which bred suspicion in the 
public minds. Or they spoke in terms of 
their own interest rather than the interests 
of the public of which they — just as much 
as the politicians — are supposed to be the 
servants. 


It certainly is true that “faint heart ne’er 
won fair lady”; it is going to take a hearty 
collaboration of financial and industrial 
leaders to dehydrate some of the fuzzy eco- 
nomic thinking that has grown up like weeds 
during these years of neglect. On the long- 
range side it is a matter of taking some in- 
terest in and responsibility for the economic 
education in our communities. For the im- 
mediate prospect, and to supplement that 
job, we may well consider the proper use of 
the informative tool of publicity. 


Say It With Deeds 


O, if we want to do a great service to 
\) ourselves and to industrial clients — 
who have had so great a part in the building 
of your great city and ours — we can do no 
better than to tell the true story of Ameri- 
can capital at work. This is the psychological 
moment to brush away the cobwebs in public 
economic thinking and, with all the means 
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at your command, present the human story 
of business in a democracy. 

Advertising has sold billions of dollars 
worth of merchandise — usually to the great 
benefit of the consumer. It can sell billions 
of dollars worth of progress. It can do much 
to protect the billions of dollars of private 
savings that have built your bank and your 
trust department and your investment firm. 
It can do a great deal to give people the facts 
and figures about their interest in the 
health of the private enterprise system. In 
this respect your local industries will, I am 
sure, be glad to cooperate and furnish data 
about the social benefits of their business. — 

But advertising alone cannot do the whole 
job. It will take active and personal partici- 
pation in the affairs of the community — 
contacts with its educators and political 
representatives and other molders of public 
opinion — and talks to civic groups, to hu- 
manize economics, to carry a conviction of 
sincerity. This is no time to say in print 
what we are not prepared to defend and 
champion in person. We may not come with 
halos nor pose as supermen, but we have a 
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story to tell, a story of the Good Neighbor 
policy as applied to our own communities. 


Getting at the Roots 


S the American Newspaper Publishers 
Association well phrased it in its recent 
brochure on “Plant-City Advertising” : 


“The road to public understanding of in- 
dustry begins, very naturally, in plant- 
cities ... in the communities where industry 
is located. Public opinion of industry takes 
root where industry lives, and from this root 
will stem the freedoms granted to industry 

. or the restrictions imposed upon it in 
peacetime.” 


Too much good fellowship and good busi- 
ness are passed up by sitting behind the desk 
all day. And there is too much danger of 
having even the desk shot out from under 
anyone who thinks he can isolate himself 
from the welfare of his customers and fel- 
low-townsmen. I admit we have enough 
problems on our own laps without going out- 
side to borrow more, but I never could see 
the logic in the remark of the old lady on 
the 14th floor of the apartment house who 
shouted to the fireman: “No, I’m alright, the 
fire’s on the 10th floor.””’ Sometimes we all 
have to join the bucket brigade. 


Here we are loaning or investing other 
people’s money in other people’s business, 
and getting our repayment, our interest and 
dividends — and hence our fees — accord- 
ing to their welfare. We didn’t sweet-talk 
our way out of the war, and we aren’t going 
to be able to sweet-talk our way to prosper- 
ous peace. If we are going to have a profit- 
and-loss system instead of just a loss sys- 
tem, I think we are all going to have to read 
a little, write a little and talk a little good 
common sense economics. We are going to 
have to dress up the old financial statement 
— bank and corporate — in modern seman- 
tics, put a little glamour into our publicity 
and take them out to meet the public in the 
halls of learning — both elementary and 
adult. 


$18 Billion Backlog 


There is a backlog of approximately $18,000,- 
000,000 in War Bonds held by the workers of 
the nation, according to Treasury figures. This 
huge sum, which is expected to be of invaluable 
assistance in combatting inflation and easing 
the reconversion period, was obtained through 
the War Finance Payroll Savings Plan. 
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OUR INDUSTRIAL ILLITERACY 
Management Must Tell Its Story 


DR. JAMES E. McCARTHY 
Dean, College of Commerce, University of Notre Dame 


N the mansion of literacy there are many 

rooms. But there is one room cluttered 
with impedimenta and false concepts — a 
room of cant and nonsense. The legend over 
the door reads “Economics.” That the state 
of economic literacy among our people is 
appallingly low and in need of clarity is 
manifest, I believe, and can be well docu- 
mented by the number of disputes that have 
occurred during the past decade between 
management and workers — between ‘so- 
called liberals and conservatives — and so 
on. These conflicts are the flowering of a 
cumulative lack of knowledge regarding eco- 
nomic truths. 

The reasons why the lamps of business 
flicker so dismally at times, in very large 
measure has been due to our collective in- 
ability to tell an essentially simple story, 
in simple language, to all our people, detail- 
ing the way we earn a living. 

We have, since the 16th century, been at- 
tempting to explain man’s material existence 
in a combination of stock promoter, legalis- 
tic, accounting and scornful literary terms 
that have served only to darken and confuse 
a subject that should be as uncompromising- 
ly simple as a grocery bill. In an era when 
enlightenment was never a more desperately 
needed commodity, American management 
people have generally relied on hollow words 
and empty phrases, or they have elected to 
pursue the naive course of ignoring the 
rushing, black waters of potential destruc- 
tion already lapping at their feet. 


Where Rights Come From 


Specifically, a growing number of our 
American people have become active sub- 
scribers to the tenets and beliefs of statism 
— that our economie destinies can be best 
preserved and augmented by government 
control of the processes of production and 
exchange. 

The mounting, stormy tirades against 
American free enterprise during the last 
decade, far from wearing themselves out, 


From address before National Association 
of Public Relations Counsel, Sept. 20, 1945. 


have prospered and won new converts, be- 
cause American management has failed to 
provide the true story of: the glorious 
achievements of American free industry. 
Actually, were it not for the performances 
of American industry since 1941, there is 
good reason to believe that the bird of vic- 
tory might be perched on the banners of 
our enemies. 


We know just as well as organized labor 
that if there are segments of our people 
poorly housed, poorly clothed and poorly fed, 
our brand of progress is in some fashion 
imperfect. But we can only have the things 
the C.I.0. claims for the organized worker 
through accelerated production. We can’t 
have them by simply claiming them as a 
right, for the corresponding entry to a 
“right” is a responsibility, and principal 
among responsibilities is the responsibility 
to produce. Do not the C.I.O. and all other 
economic reformers know that the corpora- 
tions do not pay taxes, that corporations 
are only unpaid collectors of taxes for the 
government and the corporations have only 
one source from which to obtain the money 
they turn over to the gbovernment, and that 
is from their customers? 


Utopia — Without Tools 


Do not our economic reformers know that 
without profits we shall have no money with 
which to extend — even maintain — exist- 
ing industry and create new industry? 
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Do not the apostles of change know that 
our country has become great through pro- 
duction machinery and tools and that if 
there is no one with resources and savings 
to buy the tools and create new enterprises, 
there is likelihood that we might take our 
place alongside the toolless and unproductive 
nations like China and India? 

I don’t believe that we are on the thresh- 
hold of some Marxian revolt of the masses. 
I think that our people’s minds have been 
temporarily captured by the false doctrines 
of economic charlatans and impractical 
dreamers who have in turn been assisted by 
the great fraternity of writers, radio-com- 
mentators, newspaper columnists and poli- 
tical stuffed-shirts who have ventured into 
fields where they have no competence, but 
who can tell an engaging tale of economic 
utopia. 


Dangerous Assumptions 


Labor has always been suspicious of cor- 
porate forms of industrialism, and largely 
because corporation industry has failed ade- 
quately to tell their story they have permit- 
ted the fictions and untruths respecting the 
contributions of corporations to our national 
economy and well-being to flourish, grow 
and exaggerate themselves. 

I think it is time to make simple explana- 
tions of what corporations are; how they 
come into existence; what they do in provid- 
ing employment and better goods and ser- 
vices for all our people; how they are one of 
the principal sources for the collection of 
tax revenues; how they promote the best in- 
terests of all of us through the workings of 
a free competitive system; where their own- 
ership lies; and finally, how they are the in- 
disputable source of continued economic, 
financial, social and moral well-being. 

We must tell our people that corporations 
are only trustees for the owners of the tools 
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of production. That the owners of the tools 
of production are men and women who 
pooled their savings to buy land, buildings 
and tools and raw materials. That the per- 
son whose savings made possible the job is 
entitled to a reasonable and adequate return 
for his risk contribution to the corporation. 
That whenever the savings-investor in a 
corporation fails to receive an adequate re- 
turn or wage for the tools, he is being cheat- 
ed, just as surely as though he failed to re- 
ceive rent for use and occupancy of a house 
he might own and rent to another. 


Start With Advertising 


Our energies have been devoted to im- 
proving the techniques of producing more 
and better things. We have erred grievously 
in not applying some of the same techniques 
and energy in educating the American work- 
er, giving him confidence in the merit of 
corporate industrialism so that instead of 
his being the more-or-less acknowledged en- 
emy of the instrumentality that provides 
him with a level of living and competence 
unmatched in the world, he might, as he 
should, be the stout defender and earnest ad- 
vocate of enlightened industrialism. 

I am convinced that the starting point for 
a proposed campaign of education, designed 
to promote economic literacy, must begin 
with a marshalling of all the forces of ad- 
vertising. Every medium, newspaper, maga- 
zine, outdoor and radio must be enlisted and 
their efforts must be synchronized and co- 
ordinated, for no one medium is capable of 
bringing sufficient fire-power into the battle. 

Through newspapers, magazines, bill- 
boards and radio the industrial clients must, 
in simple reportorial form, point up the 
false economic concepts that have gained 
circulation — and without lecturing or 
shouting or finger-pointing or talking down 
— tell a constant story of how we live — of 
the sources of our wealth — of the part 
tools perform in giving us better food, shel- 
ter, and comfort goods than any other peo- 
ple — of the rights and obligations of both 
the workers and the owners of the tools — 
to explain what a dividend is and of the part 
it plays in supporting our commercial sys- 
tem — to explain in understandable words 
what depreciation-depletion and reserves 
actually are and how they are made to work 
for the preservation of jobs — to explain 
taxes and why we pay them. 

The interests of workers, management, 
owners and customers are inseparable — 
one may not succeed at the expense of the 
other. 
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— THE CAPITALABOR TEAM — 


Under this heading, we are from time to time reporting and dis- 
cussing developments which have promoted, or promise to promote, the 
mutual welfare of employees, employers and those who provide the 
capital tools with which they work.—Editor’s Note. 


WAGE INCENTIVE PLANS 


The War Production Board recently has 
made available a very useful handbook dealing 
with wage incentive plans. Reports on the 
operation of new wage incentive plans by 
management to the War Labor Board indicate 
that, on the average, an increase in production 
per man-hour of about 40 per cent occurred in 
the first 90 days of operation. Wages increased 
an average of 15 to 20 per cent and costs de- 
creased 10 to 15 per cent. 

The following chart from that handbook 
shows how productivity increased after the 
adoption of these schemes. 


RESULTS OF THE INSTALLATIONS OF NEW WAGE INCENTIVE PLANS 
BASED ON 90 DAY REPORTS MADE BY MANUFACTURERS TO THE WAR LABOR BOARD 
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VOLUNTARY PROFIT LIMITATION 


General Motors’ voluntary wartime profits 
limitation policy, made effective as of Jan. 1, 
1942, resulted in holding the amount of profit 
earned for every dollar of wartime sales by 
the corporation to approximately one-half of 
what it was in 1941, a year in which competi- 
tive conditions predominated. 


General Motors’ war profits averaged 4.7 
cents from each dollar of sales. “Of this 3.2 
cents were paid to stockholders whose invest- 
ments provided the facilities to make our jobs 
possible and 1.5 cents were retained in the 
business for modernization and expansion of 


our plants post-war, since only in this way can 
General Motors make progress and provide 
more and better jobs,” President C. E. Wilson, 
comments in the GM magazine Folks. 


COMPANY-EMPLOYEE PATENT PLAN 


The Consolidated Vultee Aircraft Corpora- 
tion has developed an unusual incentive sys- 
tem. Instead of awarding a merit badge or a 
small cash payment to worker who has a good 
idea, they help him patent his idea and ob- 
tain royalty income. Where the idea is not 
patentable, cash rewards are paid based on 
the saving to the company over a six months 
period. 


SUGGESTION SYSTEMS 


One of the interesting developments during 
the war was the introduction of various plans 
under which employees could suggest improve- 
ments in production processes. Cash rewards 
are usually given for worthwhile ideas. The 
adoption of Suggestion Systems benefits Amer- 
ican businesses by: 


1. Improving relations. 

2. Providing definite channels through which 
employees can submit their ideas per- 
taining to their own work without fear of 
criticism. 

3. Providing an increased interest in their 
work and company. 

. Minimizing grievances as the result of 
improved mutual understanding. 
E. S. Taylor, Pullman Co. 


[An interesting discussion of a number of 
ideas which have proved helpful and how they 
have paid off is contained in “Cash Profits in 
Suggestion Plans” by R. C. Hilton in Barron’s, 
September 3, 1945.] 
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WHO'S A PROFITEER ? 


N presenting the “demands” of the 

U.A.W.-C.1.0. for a 30 percent wage in- 
crease across the board at General Motors 
Corp., Walter Reuther, able but slightly pre- 
judiced vice president of the union, trotted 
out the old gray mare of “profits before tax- 
es.” Unfortunately, many in industry and 
in the accounting profession have abetted 
this absolute fallacy that there are such 
things as profits before taxes are paid. They 
are as much a cost of doing business — 
profitable or unprofitable — as materials 
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From Survey of Current Business, Sept. 1945. 


bought or wages or bond interest; often 
more. It is a case of bad semantics. 

Of course, Mr. Reuther knows those 
things. But the idea is to show that a corpo- 
ration could have paid much greater wages 
without costing it a cent. (It would come 
out of the national treasury). In short, like 
some other union leaders, he cries to high 
heaven about war profiteering by corpora- 
tions and others, and immediately demands 
that labor do all the profiteering — at the 
expense of the general public, who would 
thus have to bear all the taxes thus lost, to 
the extent not recouped from taxes on the 
workers’ increased incomes. 


Leaders of both industry and labor also 
know that a wage cost platform built on 
transitory and exceptional war incomes and 
mass production for one customer, with low 


unit and sales costs, is the kind of platform 
that has a trap door in the middle. Take 
away the trap-door of war “profits” and in- 
dustry will be hung on the rope of bank- 
ruptcy. But the rank and file don’t know 
that, and too few financial and industrial 
leaders are doing much about informing 
them. 


But the National City Bank Letter for 
October puts the record straight. It is an ex- 
cellent example of financial leadership to 
achieve informed public opinion. It would be 
well if corporations would do a similar job 
in their presentation of reports. Here is a 
tabulation and explanatory note from the 
Letter: 


“In the earnings figures presented it would 
seem, from an examination of the Corporation’s 
annual reports, that the increase in earnings 
before taxes has been understated — a mistake 
not often made by the C.I.0O. The 1936-39 aver- 
age was not $244,779,268, but $221,491,634, so 
that the increase was not 78 per cent, but 97 
per cent. Income after taxes, however, was 5 
per cent smaller. The figures on wages cover 
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only the hourly-rate employes in the United 
States, comprising 72 per cent of the total 
number of employes. The statement does not 
compare dividend payments in 1944 with the 
annual average 1936-39, but uses a cumulative 
total for the five years 1940-44. 


“If the original comparison of 1944 earnings 
with the 1936-39 average, as corrected, had 
been carried through for other major items of 
receipts’ and disbursements, the changes that 
took place in the distribution of corporate in- 
come would have shown the following pat- 
tern: 


Net receipts from sales 

$1,372 million to $4,262 million _. +211% 
Average number of employes 

225,505 to 465,617 __._______._._..... +106% 
Total payroll 

$383 million to $1,380 million _. +260% 
Average annual compensation per 

employe, $1,692 to $2,964 _ + 75% 
Average hourly earnings in auto- 

mobile industry (U. S. Bureau of 

Labor Stat.) 88c to $1.27 _. + 44% 


Federal and foreign income and 
excess profits taxes 
$41 million to $264 million +539% 

Net income (after deduction of 
costs for goods and all other ex- 
penses; provision for deprecia- 
tion and amortization of real 
estate, plants and equipment; 
and reserves for taxes, but 
including income from invest- 
ments as well as from opera- 
ations) $180 million to $171 
million : 

Net income per dollar of sales 
13.1 cents to 4.0 cents 


Rate of return on net worth 

18.0 per cent to 13.5 per cent 
Dividends paid to preferred and 

common shareholders 

$151 million to $141 million 
Dividend per common share 

$3.30 to $3.00 


0 


Movies Go To Work 


The uses of sound films for development of 
sales and training in industry are graphically 
depicted in a pamphlet entitled “Movies Go To 
Work,” prepared by Bell & Howell Co. of 
Chicago. The brochure also describes how films 
can help in increasing production, improving 
personnel relations, and interpreting the com- 
pany’s services or material. Secondary uses 
of films, such as at schools and public gather- 
ings, are also indicated, a technique which has 
produced worthwhile results for financial as 
well as business users. 





WHAT FULL EMPLOYMENT MEANS 


NHE major question now confronting 
‘| this country is that of obtaining 
jobs for all of our workers. Henry Wallace 
has been dramatically pointing up this 
problem with his slogan of “Sixty Million 
Jobs.” The Congress has been considering 
bills designed “to establish a national policy 
and program for assuring continuing full 
employment in a free competitive economy.” 
The Murray-Wagner bill proposed to achieve 
this goal already has passed the Senate in 
a somewhat modified form. The House is 
now considering the desirability of enacting 
such a bill. 


In general, the proposals before Congress 
provide that each year the President shall 
prepare a “National Production and Em- 
ployment Budget,” under direction of a new- 
ly established Congressional committee en- 
titled “Joint Committee on the National 
Budget.” This budget shall indicate the 
number of jobs required to meet the unde- 
fined test of full employment and the num- 
ber of jobs which are expected to be avail- 
able in the economy. The President is to 
propose such programs as will stimulate 
private enterprise to provide for the missing 
number of jobs and to take such other action 
as may be deemed necessary to achieve this 
goal. However, the program shall “to the 
extent that continuing full employment can- 
not otherwise be -assured, provide such vol- 
ume of federal investment and expenditure 
as may be needed ... to assure continuing 
full employment.” Because of this provision, 
the program has been criticized as provid- 
ing Congressional sanction for continuous 
deficit financing which in time would lead 
us, in the words of Senator George, to “na- 
tional bankruptcy.” 

In evaluating the Murray Wagner “Full 
Employment” Bill, it is important to realize 
at the outset that although it states that “all 
Americans able to work and desiring to 
work are entitled to useful, remunerative, 
regular, and full-time employment” there is 
nothing in the bill which guarantees this so- 
called “right.” In other words, the bill is 
primarily a declaration of policy as to proce- 
dures to be followed and does not guarantee 
a job to anyone. Unfortunately, the manner 
in which the sponsors have presented the 
bill to the public has made it appear as such 
a guarantee. However, the bill would mor- 
ally commit Congress to the adoption of the 
policies which are outlined in it. It is im- 
portant therefore to examine its defects. 


The main goals of our economy have never 
been jobs. The main goals have been higher 
production and higher living standards. In 
fact, the outstanding characteristic of our 
type of economy has been the attainment of 
large production with a minimum amount of 
effort through the development of machines 
and capital goods. To get as much as possible 
for as little effort as possible continues to 
be our most important goal, not work per se. 
Moreover, the unemployment this bill is de- 
signed to cure is the result of many causes, 
each of which requires different treatment. 
The solution for our unemployment prob- 
lem is not to be found in large-scale govern- 
ment spending programs. During the decade 
of the 30’s we engaged in the largest deficit 
financing program in our peacetime history 
— and had the largest number of unem- 
ployed in our history. With the sharp re- 
duction of war production, many localities 
which were dependent upon one or tw6 war 
plants for jobs will become distressed areas. 
Certainly the solution for their problems 
will not be found in deficit financing. 

The current proposals put great emphasis 
upon forecasting, as the basis of estimates 
of future job opportunities and unemploy- 
ment. Our past experience in projecting the 
federal budget, as well as in other types of 
government forecasting, does not augur too 
well for the accuracy of the required fore- 
casts. The sharp deviations between the bud- 
get forecasts and the fiscal actualities dur- 
ing the pest decade are well known. 

Moreover, there is little agreement among 
the experts as to the assumptions that must 
underlie these forecasts. For example, we 
find wide estimates as to the extent to which 
unemployment will develop during the next 
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six or eight months. The CIO says more 
than 10 million, Price Administrator Bowles 
says 9 million, War Mobilization Director 
Snyder says up to 8 million, and CED says 
half a million. Policies based upon such 
widely varying estimates might easily cre- 
ate more difficulties than they solve. 


The complexity of our economic system 
is such that it is difficult to tell in advance 
how many jobs will result from any govern- 
ment policy. Finally, this proposal is self- 
defeating in some respects. The psychologi- 
cal effects of an announcement of good 
times or bad times will be such as to speed 
changes in that direction. If the President 
should point out that the economy is over- 
expanded and that a deflationary policy must 
be adopted, many people will try to antici- 
pate this development in order to protect 
themselves. Because of the cumulative ef- 
fects, such actions inevitably would mean a 
still more serious curtailment in activity. 


We are all agreed that the mass unem- 
ployment of the 30’s was an intolerable sit- 
uation and must not be repeated. But the 
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answer to this problem is not found in gov- 
ernment spending or in government fiat that 
there must be jobs. A broadly conceived pro- 
gram of incentives is required. Elements in 
such a program would include actions to en- 
courage expansion of the building industry, 
which can be a major source of jobs in the 
next decade; programs for retraining labor 
to new job opportunities; the encourage- 
ment of small business; the elimination of 
restrictive government activities; the elim- 
ination of monopoly elements in business, 
labor unions and governments; an interna- 
tional economic program to stimulate im- 
ports and exports; and a tax program de- 
signed to encourage business expansion. 

Will such a program eliminate unemploy- 
ment entirely? The answer is “No.” Some 
unemployment is inevitable in a dynamic 
economy. It is one of the prices we pay for 
progress. Through unemployment insurance 
and relief measures, every effort must be 
made to mitigate the impact of this un- 
employment. Only in a totalitarian system 
can you guarantee jobs for everyone. This 
is not the system for us. 
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THE 52-40 WAGE FIGHT 


‘INCE the termination of hostilities, 
S there has been an eruption of strikes 
and wage demands. These demands have 
spread like wildfire from industry to indus- 
try. The demand most widely made is that 
wartime take-home pay be maintained de- 
spite the reduction in the number of hours 
worked. In order to receive for forty hours 
the earnings obtained on a 48-hour week, a 
30% increase in basic wage rates would be 
required. This is so because workers re- 
ceived 52 hours pay for 48 hours of work 
as a result of time and a half paid for hours 
in excess of 40 per week. Already, the auto 
workers, textile workers, oil workers, and 
many others have demanded that these large 
increases be granted. Thus far, the workers 
have refused to retreat from this demand, 
even where liberal counter offers have been 
made. An outstanding illustration is found 
in the oil industry where the workers blunt- 
ly turned down an offer by management for 
a 15% increase in wage rates., 

A number of arguments have been ad- 
vanced by the labor groups to justify a large 
increase in wage rates at this time, the 
more important being that 


. Industry made large wartime profits 
. Labor productivity has increased 
. The cost of living has risen sharply 
. Many wartime wage increases will be 
reversed 
5. Wages are only a small part of total 
costs and hence these increases will not 
affect prices significantly 
. Wage increases are required to prevent 
accumulative deflation 
. Large volume of consumer purchasing 
power, which would be _ obtained 
through higher wages, is the founda- 
tion of our national prosperity. 


In specific cases higher wage rates can be 
paid because of the available volume of pro- 
fits and because of increases in productivity. 
In some cases, too, increases may be justi- 
fied because wages have failed to rise as 
much as the cost of living. But this is a far 
cry from justifying large wage increases 
right across the board. Industrial earnings 
before taxes showed a tremendous increase 
during the war, but the same factors that 
are causing a decrease in the take-home pay 
of workers also is being reflected in a sharp 
decline in the earnings before taxes of in- 
dustry. To some extent, the elimination of 
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the excess profits tax will improve the net 
earnings of those companies which continue 
to earn more than they did before the war. 
But there is no way of knowing at this time 
what the magnitude of those profits will be, 
or, in fact, which companies will be in this 
fortunate position, because we do not know 
how the transfer of wartime costs to a 
peacetime economy is going to affect their 
profits position. The situation is further 
clouded by attempts of OPA to maintain 
tight price control. 

Similarly, the extent to which increases 
in labor productivity justify substantial 
changes in wage demands at this time has 
been considerably exaggerated. The large 
increases reported in productivity during 
the war were concentrated in the heavily 
mechanized war industries and it will take 
from one to three years before the trans- 
ferrable improvements can be made fully ef- 
fective in peacetime industries. The studies 
of the U. S. Bureau of Labor Statistics have 
shown conclusively that labor productivity 
has not increased significantly in civilian in- 
dustries during the war — in some indus- 
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tries it has actually declined. In fact, the 
A. F. of L. has noted that some three years 
will elapse before we.will reach a point 
where labor productivity will be 30% above 
the pre-war level. As productivity improves, 
that part of the gains attributable to work- 
ers must be passed on to labor. If wage in- 
creases are made in anticipation of such 
gains, the result will be an impairment of 
profit margins—unless prices are increased 
correspondingly. The long-time record of in- 
dustry and the steadily rising standard of 
living in this country attest to the fact that 
industry has passed on to labor the lion’s 
share of gains attending the greater produc- 
tivity. There is no reason to believe that 
this will not be true in the future. 


The suggestion that wage increases in 
certain industries will not affect costs sig- 
nificantly because of the relatively small im- 
portance of direct wage costs is not a realis- 
tic one. Labor costs enter into the prices of 
the raw materials bought, transportation 
costs and the other costs of doing business. 
The situation was well summarized by C. E. 
Wilson, president of General’ Motors, in a 
recent letter rejecting the demands of the 
automobile workers. Mr. Wilson stated: 


“such an increase (30%) in our plants would 
soon spread to the plants of all our suppliers 
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and would affect all elements of cost. Au- 
tomobiles would shortly cost 30% more to 
produce. Prices to customers would have to 
be raised 30%. If wage raises in automobile 
plants forced such increases in car prices, 
the market for automobiles would be re- 
stricted. Fewer cars would be sold. Fewer 
people would be able to afford and enjoy 
them. And fewer workers would be employed 
in making them.” 


An examination of the national income 
statistics gives ample support to Mr. Wil- 
son’s statement that companies will be faced 
with increases other than those measured by 
direct labor costs alone. In recent years the 
share of total income going to labor has 
averaged about 70%. Clearly, across-the- 
board increases would affect all costs of a 
company and would have to be reflected in 
price increases and hence would contract the 
market for products affected, and again 
raise the cost of living. 


For more than a year labor organizations 
have been flooding the country with pub- 
licity to create a deflation scare. According 
to these “panic economists” the large cut- 
back in war production and the accompany- 
ing reduction in wage incomes will set in 
motion a deflationary spirial. This is sheer 
nonsense. This country is still suffering 
from a surplus of purchasing power. During 
the current fiscal year the Federal deficit 
will exceed thirty billion dollars, according 
to the latest estimates. This means that our 
people will have thirty billion dollars more 
than the current value of the goods and ser- 
vices they produce. In addition, individuals 
have increased their savings during the war 
years by almost a hundred and fifty billion 
dollars. 


The deferred demand for automobiles and 
other consumers durable goods is so large 
that capacity operations are assured for sev- 
eral years. The real danger under these con- 
ditions is inflation, a danger that will be 
aggravated to the extent that exorbitant de- 
mands of the unions are met. Such wage in- 
creases as are warranted in terms of profit 
position, increases in productivity and the 
failure to maintain living standards, can 
have a wholesome effect upon our economy. 
But the general 30% rise demanded can only 
result in higher costs which will bring high- 
er prices, which in turn will become the ex- 
cuse for further wage demands. Such a 
wage-price spiral would be disastrous to 
many segments of our population, particul- 
arly those living on fixed incomes. 


JULES BACKMAN 





, = ' se 


“elUté—C 


4 
y 
t 
y 
r 
e 
S 
r 
n 


TAX REDUCTIONS 


ECRETARY VINSON’S proposed tax 

reductions, starting January 1, 1946, 
provide little relief for the individual tax- 
payer. The main elements in his proposal 
are the complete elimination of excess pro- 
fits tax on corporations and the elimination 
of the 3% normal tax on individuals. In ad- 
dition, he has proposed that the war-time 
increases in excise taxes be terminated on 
July 1, 1946. The total over-all reduction 
thus authorized is approximately $5 billion, 
which is almost equally divided between the 
relief to corporations and that to individ- 
uals. 

Elimination of the excess profits tax is a 
major step in the right direction. Since this 
was a wartime levy, it properly should be 
eliminated now that the war is terminated. 
The relief afforded will be particularly help- 
ful to smaller companies and to those newly 
organized during or just before the war, 
who will have the problem of building up 
capital adequate to finance expansion. Elim- 
ination of this levy will also increase the in- 
centive to new investment and hence oper- 
ate to create new jobs. Of course, many 
businesses will not benefit particularly from 
the elimination of the excess profits tax be- 
cause the wartime profits it was designed 
to siphon off to the government will have 
disappeared. Congress should adopt this pro- 
posal promptly. 

The tax reductions proposed for individ- 
uals will prove disappointing to many. Un- 
der this plan relief would be granted pri- 
marily to those in the lowest income groups 
who, in many cases, will be relieved entirely 
of any direct tax liability. It is estimated 
that more than 10 million taxpayers who 
pay only the 3% normal tax will go off the 
tax rolls. The result will be similar if the al- 
ternative plan of lowering all rates by 4 
points and using the surtax exemptions for 
normal taxes were adopted. The major ad- 
vantage of the adoption of these measures 
would be to reduce the administrative bur- 
den on the Treasury, to enable the Treasury 
to concentrate more effectively on the collec- 
tion of taxes from remaining taxpayers, to 
reduce a large amount of the bookkeeping 
required of industry, and to offset partly the 
reduction in earnings of workers. 

The main disadvantage attending the 
elimination of this large number of taxpay- 
ers from the tax rolls will be to reduce the 
interest this large group of citizens has in 
holding down government spending. Since 
there would still remain some forty million 


taxpayers from whom direct taxes would be 
collected, this disadvantage should not be 
the guiding consideration. 

The magnitude of the tax reductions pro- 
posed has been kept small because govern- 
ment spending will continue at high levels. 
It is estimated that the post-war budget will 
be a minimum of $25 billion — and in the 
fiscal year 1946-47 it will probably exceed 
this amount. With such a high budget of 
expenditures it is improbable that any addi- 
tional major tax relief will be granted. Such 
additional adjustments as may be possible, 
however, should concentrate on reducing the 
rate for those in the middle and higher in- 
come brackets where incentives are serious- 
ly impaired by the high wartime tax rates. 
Secretary Vinson apparently has set his 
sights upon achieving a balanced budget. To 
attain this goal, high tax rates will be in- 
evitable. This program also points up the 
fact that additional expenditures should not 
be lightly undertaken and that the antici- 
pated totals should be pared wherever pos- 
sible if future tax burdens are to be light- 
ened. 
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SAVING THROUGH COMMON TRUST FUNDS 


NE consequence of the war which should 

be of great interest to the financial, and 
particularly the trust, world has been the 
conditioning of the vast majority of the peo- 
ple to systematic saving. This has been 
forced by war bond purchase deductions, 
withholding tax collections, and company 
pension plan payments, added to payroll de- 
ductions for social security and unemploy- 
ment benefits. 

At.first blush it would appear impertin- 
ent to suggest any other plan for regular 
saving on the part of people of substantial 
incomes — because of the tremendous tax 
rates — or those of more modest incomes — 
because of advanced costs of living and the 
very multiplicity of deductions from their 
“take-home pay.” However, the picture is 
changing with early discontinuance of pay- 
roll deduction plans for war bond purchase, 
and lower taxes, with consequent less with- 
holding. 

Financial, and especially insurance, insti- 
tutions have long wished for the millenium 
of regular savings habits by the general 
public. It took a war to bring that condition 
but it is now up to these institutions to make 
it easy and attractive for those who can to 
continue a high rate of personal saving. It is 
easier to continue a habit, to which the ma- 
jority are conditioned, than to recreate one 
after it has lapsed. And in doing so, the pub- 
lic interest will be served to the extent that 
spendable incomes or accumulations are di- 
verted from inflationary price pressures. 

Trust banks are more and more featur- 
ing the availability of service to people with 
small estates; a few thousand dollar estate 
— if it is in manageable shape — is consid- 
ered worthwhile business for executorships. 
Sut a great service and a vast new market 
can be developed by efficient and low-cost 
handling of modest investment estates. The 
common trust fund, of course, is a prere- 
quisite for any practical and profitable man- 
agement of investments. This applies not 
simply to testamentary trusts — into which 
some of these $5,000 to $20,000 estates will 
zo — but also to immediate management for 
persons with a few thousand dollars worth 
of securities or uninvested cash which they 
more and more realize are in need of con- 
tinuing watching and quick action. 

Would it not be good business, and make 
tor extensive good-will, if trust departments 
vould feature trust management — under 
the composite fund method — for the person 


with a few thousands of liquid assets, es- 
pecially if he is able and anxious to build up 
this fund? Whether it would be necessary to 
place a minimum of say $5,000 to establish 
a trust account must be decided on a prac- 
tical basis that meets costs and for which 
the charge is in line. With trustee fees of 
one-half of one percent annually on princi- 
pal, and five percent of income from a $5,000 
fund yielding 3.5 percent, the net to the 
donor would be $141.25, as against $145 re- 
turn on 2.9 percent savings bonds. 


If a minimum annual fee of $50 could 
carry the costs of a uniform trust account of 
up to $5,000 it would be good business for 
both trustor and trustee, with a net yield 
that could equal or exceed that from govern- 
ment bonds. Even at a charge of 3 percent 
the return would be comparable with sav- 
ings bank rates and almost all “gravy” com- 
pared with most savings accounts in -com- 
mercial banks. In addition, if arrangements 
could be made to handle, say monthly addi- 
tions to this fund, it would often result in 
substantial business, trust and collateral. 


To facilitate the regular building up of 
the fund, checking account or savings de- 
positors could be urged to give instructions 
for crediting a certain amount each month 
(or the surplus over a certain amount in 
their account) to the composite fund. The 
cost of handling such transactions would be 
nominal. At the start it might be desirable 
to feature such service for those who can 
originally put, say $10,000 in the common 
fund, and learn by experience what mini- 
mum original amount and monthly additions 
could be profitably handled. The field for 
such service is large, and the need great. 
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Jimmy Wilson, Mayor Taggart, 
Wm. H. Loesche 


Trust Protection for an 
Honored Veteran 


The Girard Trust Company of Philadelphia 
has been appointed by the local court as guar- 
dian to administer the bulk of the $105,000 
fund raised by readers of The Inquirer in be- 
half of Pfc. James W. Wilson, 20-year old 
Army flier who is learning to use a complete 
set of artificial hands and legs. The trust com- 
pany has offered its services without compen- 
sation. 

The move for a guardianship was undertaken 
with the advice of Jimmy’s personal counsel, 
former Mayor Thomas D. Taggart, Jr., of At- 
lantic City, to protect the young hero from 
“schemes” for using his newly acquired for- 
tune. According to William H. Loesche, vice 
president in charge of trusts at the Girard, a 
portion of the sum donated will be used to 
provide the veteran with ready cash until he 
attains 21, at which time a trust agreement 
will be worked out to fit his needs. 
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New York Common Trust Fund 
Limit Raised 


The New York State Banking Board has 
amended its regulation affecting common 
trust funds to raise from $25,000 to $50,000 
the limit of participation by any one trust 
in common trust funds. The Board’s action 
was taken under the authority of an amend- 
ment to the Banking Law in 1943 which 
permitted the Board to raise the limit of 
participation in a common trust fund from 
$25,000 to $50,000 if the Board of Governors 
of the Federal Reserve System should au- 
thorize such an increase. Effective Septem- 
ber 1, 1945, the Board of Governors amend- 
ed its regulation to permit this increased 
participation. (See August Trusts and Es- 
tates, page 107.) 


Superintendent of Banks Elliott V. Bell 
said that he believed the raising of the 
amount which.any one trust can invest in a 
common trust ‘famd would give an impetus 


to the development of common trust funds 


in the State and increase their usefulness to 
the public. Since the Banking Law was 
amended two years ago to permit the estab- 
lishment of discretionary common trust 
funds, the Banking Board has authorized 
the establishment of five common trust 
funds, two of them by one bank. 


The Banking Board also made other 
changes in its common trust fund regula- 
tion in conformity with the recent amend- 
ments in the regulation of the Board of 
Governors, the most noteworthy of which is 
the prohibition against publication of asset 
values or earnings of any common fund. 


It may be noted that the New York action 
represents one of four means of locally per- 
mitting an increase in the maximum partici- 
pation in a common trust fund, i.e. by regu- 
lation. In some states, it will be necessary to 
enact specific legislation. In others, like 
Pennsylvania, the existing statute permits 
an automatic increase to the $50,000 level 
established by the Federal Reserve Board. 
The fourth possibility would obtain where 
the state enabling law was entirely silent on 
the question of maximum participation. As 
pointed out in our editorial in the April 1945 
issue (page 335), the last named would ap- 
pear to be preferable. It would seem safe to 
rely on the F.R.B. judgment in this regard. 
This suggestion is not rendered academic by 
the F.R.B.’s recent action inasmuch as there 
remains the possibility of a further increase 
in the maximum, and the advantages there- 
of should be made instantly available. 
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JOINT REGISTRATION OF PROPERTY 


Clarification of Creation and Uses Needed 


HENRY HENRETTA 
Asst. Secretary, First National Bank of Minneapolis, Minnesota 


T common law a conveyance or transfer 
of either real or personal property to 
two or more persons created a joint tenancy 
without the use of words indicative of inten- 
tion to hold the property under that form of 
tenancy. This was true because the early 
common law courts favored joint tenancy 
and in all cases of uncertainty they pre- 
sumed that the parties held the property as 
joint tenants. On the other hand. to create 
a tenancy in common, words indicative of 
intention to hold the property under that 
form of tenancy were necessary. Later, joint 
tenancy fell into disfavor with these same 
courts because the right of survivorship, 
which is one of the chief incidents of joint 
tenancy, destroys inheritable rights and the 
law does not favor the destruction of inher- 
itable rights. 


Most of our own courts recognized joint 
tenancy from the start. At an early date, 
many of the states passed laws reversing 
the common law rule as to real property and 
providing in general that whenever real 
property is owned by several persons they 
shall be presumed to hold it as tenants in 
common unless a contrary intention is ex- 
pressly stated. These laws usually excepted 
trustees and executors from the operation 
of the rule to prevent the destruction of 
property rights of beneficial owners. A mi- 
nority of our courts, some without the aid 
of a statute and others based upon a statute 
which at most reversed the common law 
rule, have rejected joint tenancy. 

Where the early state statutes changing 
the common law rule omit any mention of 
personal property, the applicable rule is not 
clear. An argument can be made that legis- 
latures, knowing the common law but enact- 
ing laws only as to real property, manifestly 
intended to leave the common law in effect 
as to personal property. On the other hand, 
the legislatures, to the extent they have 
dealt with this problem, have established a 
rule of property. They were dealing with the 
most important class of property then in 
existence. There is no logical reason for dis- 
Unguishing between real and personal prop- 
erty in the creation of joint tenancies. For 
these reasons it would not be surprising if 


the courts should find that the legislatures 
intended to reverse the common law rule 
also as to personal property. 

When creating a joint tenancy in states 
having laws reversing the common law rule, 
it would be unwise to transfer personal 
property to two or more persons without ex- 
pressly rebutting a tenancy in common. This 
is the practice usually followed. Ordinarily 
the registration constitutes the only evi- 
dence of the contract of the parties that they 
shall hold the property as joint tenants. For 
this reason, too, it is desirable to state that 
the persons hold as joint tenants and not as 
tenants in common with the right of sur- 
vivorship. 


The Four Unities Violated 


HE legal principles by which a joint 
tenancy are to be tested have been often 
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stated. They are the four unities (1) of 
title, (2) of time, (3) of interest, and (4) 
of possession. Otherwise stated, the joint 
tenants must acquire the property from one 
and the same source, at one and the same 
time, have one and the same interest and be 
entitled to one and the same possession. 
These principles are clear enough. They had 
to be present to create a common law joint 
tenancy. The difficulty is that, in the crea- 
tion of modern joint tenancies, frequently 
one or more of these unities are omitted. 
Take the case where a husband conveys or 
transfers to himself and his wife as joint 
tenants. That is legal nonsense. One cannot 
convey or transfer to himself. There is no- 
body to take the title. In addition, at least 
two of the common law unities are omitted. 

The result of such an omission cannot be 
stated generally. To determine the conse- 
quences one must look to the laws and de- 
cisions of the state where the joint tenancy 
in question arose. Where an irregular joint 
tenancy is created the courts oiten have 
trouble in supplying the common law unities 
to sustain it. The rationale of the laws and 
controlling decisions which have attempted 
to deal with these irregularly created joint 
tenancies is not uniform. Some have treat- 
ed the joint tenants as a new legal entity to 
which conveyance or transfer is made. In 
this way, theoretically at least, all of the 
common law unities are supplied. Some 
courts have treated this form of conveyance 
or transfer as creating a tenancy in com- 
mon between the tenants with a contingent 
remainder over to the survivor. Others have 
treated it as a tenancy in common with a 
shifting use or executory devise. Still others 
have grappled with the question more 
abruptly and held that it is unnecessary to 
embody the ancient common law unities in 
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the creation of a joint tenancy and their 
omission will not affect the validity of the 
joint tenancy sought to be created. Courts 
taking this view hold that the intention of 
the persons to create a joint tenancy is the 
controlling factor. 


Termination by Severance — 
Creditor’s Rights 


NOTHER incident of joint tenancy is 
that severance terminates the tenancy. 
Remainders, shifting uses and executory de- 
vises are not terminated in that way. The 
result of this is to change some of the legal 
incidents of a joint tenancy, thus creating a 
dangerous rule of property. 

Technically, courts could hold that the 
whole interest is vested in the wife because 
she is the only legally qualified grantee. 
This possibility is remote because to so hold 
the courts would not only have to ignore the 
intention of the parties but go against mod- 
ern practice. 

At common law, joint tenancy places the 
property beyond the reach of the individual 
creditors of the joint tenants. The reason 
for this is that the whole interest in the 
joint property is regarded as belonging to 
each joint tenant subject to the right of the 
other joint tenant. Many states, however, 
have laws providing for the termination and 
division of joint tenancies. 


Bank Deposits and Bonds 


JOINT bank deposit creates a form of 
joint tenancy. Under this arrangement 
A makes a deposit for the account of him- 
self and B with the provision that it may be 
withdrawn by either and upon the death of 
one the funds should belong to the survivor. 
This form of joint tenancy must meet the 
test of an inter vivor gift. An executory gift 
with the right on the part of the donor to 
revoke it will not meet the test for a valid 
joint tenancy. There must be a gift in pre- 
senti with the right of sole ownership to go 
to the survivor. Usually this form of joint 
tenancy is evidenced by a signed declaration 
of the person. who makes the deposit; it is 
often made a part of the bank passbook. A 
written declaration is not essential. This 
form of joint tenancy may be proved by 
parol. Many of the states have enacted laws 
authorizing banks to pay joint deposits to 
the survivor. Ordinarily these laws are de- 
signed to protect the banks rather than to 
affect the rights between the depositors. 
The registration of United States bonds 
in the alternative to A or B has many of the 





same attributes as a joint tenancy. Con- 
gress has not indicated what form of own- 
ership is created by this registration. The 
Treasury Regulations authorizing this form 
of registration require the registration of 
the bonds to express the actual ownership 
and make them conclusive as to such owner- 
ship. In the event of the death of one of the 
persons named in the bond, the Treasury 
will recognize the other as the owner and 
will make payment of the bond only to him. 
The question arises whether the Treasury 
Regulations are designed merely to protect 
the Government in paying the bonds or con- 
clusively establish title to the bonds. The 
Treasury takes the position that the regis- 
tration of the bonds pursuant to its regula- 
tions establishes title and that therefore this 
question is not open to be adjudicated by 
the State Courts. Some of the State Courts 
have rejected this theory. One problem 
which has arisen over this form of registra- 
tion is where bonds registered in co-owner- 
ship form are disposed of by the will of one 
of the deceased tenants. The question of in- 
tention then arises. The weight of authority 
seems to sustain the joint ownership regis- 
tration. 


Why Joint Tenancy? 


WO factors influencing the use of joint 

tenancy are (1) elimination of the pro- 
bate of the deceased tenant’s estate, and (2) 
supposed saving of inheritance taxes. These 
are laudable purposes. However, under our 
present laws neither federal nor state in- 
heritance taxes can be escaped through the 
use of joint tenancy. The Federal govern- 
ment and most states now tax joint tenancy 
property. Property held in joint tenancy is 
required to be included in the deceased ten- 
ant’s estate to the extent of his contribution 
to the joint tenancy. This despite the fact 
that such deceased tenant may have paid a 
gift tax on the joint property at the time the 
tenancy was created. 


In small estates where there is no tax 
problem, joint tenancy is sometimes a satis- 
factory solution. In many sizeable estates, 
however, no tax saving is accomplished. In 
larger estates joint tenancy, when consid- 
ered from the standpoint of saving taxes, is 
at a distinct disadvantage as contrasted with 
the use of a trust. In the ordinary case 
where a husband and wife create a joint ten- 
ancy, all the joint tenancy property upon 
the death of the husband, to the extent of 
his actual interest therein, is includible in 
his taxable estate for inheritance tax pur- 
poses. If the wife survives her husband by 
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more than five years, the joint tenancy prop- 
erty which passed to her upon the death of 
her husband, and which was taxed in her 
husband’s estate, is again on her death in- 
cludible in her taxable estate. This double 
tax can be successfully overcome through 
the use of a trust. 


That there are contradiction, confusion 
and perplexing distinctions both in the laws 
and the decisions with respect to joint ten- 
ancy is obvious. This is undesirable. The 
laws with respect to the ownership of prop- 
erty should be clear and simple. Recognition 
should be given to the fact that joint ten- 
ancy in certain situations serves a useful 
purpose. The ancient notion of the common 
law with respect to the creation of joint ten- 
ancy should be modified or abolished to the 
extent necessary to give appropriate recog- 
nition in our laws to the modern practice 
employed in the creation of this form of 
tenancy. No reason exists, legal or other- 
wise, why one who owns property should not 
be permitted to declare that he holds it in 
joint tenancy with another without regard 
to the so-called common law unities. 


Joint Ownership of Property 


A discussion of the uses and misuses of 
joint ownership of property is contained in 
Gilbert Stephenson’s latest Study in Trust 
Business. He outlines the reasons for the sub- 
stantial growth in this form of registration 
and makes suggestions. Tables show the status 
of joint tenancy and tenancy by the entirety 
in the United States, and the kinds of personal 
property which may by statute be held in co- 
ownership. The Study appears in The Trust 
Bulletin for September. 
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TAXING GOOD WILL UNDER PURCHASE 
AGREEMENTS 
Analysis of Recent Rulings Excludes Capital Gain Tax 


RAYMOND W. HILGEDAG 
Editor, The Insurance Research & Review Service, Indianapolis 


“HE publication of Treasury Decision 
5459! on June 18, 1945, created some 
doubt in connection with the latitude of its 
application, that is, whether it applied to the 
sale of corporate stock as well as to partner- 
ship interests. However, the question has 
recently been settled and the attitude of the 
Bureau was announced by the Deputy Com- 
missioner of Internal Revenue in an inform- 
al letter-ruling? explaining that the princi- 
ples contained in TD 5459 in connection with 
the sale of the business interest of a de- 
ceased partner also apply to a stockholder 
of a close corporation. 

A further question was raised regarding 
the treatment for income tax purposes of a 
good will value when included in the pur- 
chase price paid by the surviving business 
associates to the decedent’s estate. For pur- 
poses of clarification, it may be helpful to 
review the nature of the entire question. 


Statement of Case 


F a share of stock is purchased for $10 
and later sold for $100 during the own- 
er’s lifetime, obviously a capital gain of $90 


‘Following is the amended partnership illustration 
appearing in the amended regulations: 

“Suppose that A and the decedent B were equal 
partners in a business possessed of tangible assets hav- 
ing a present value considerably in excess of cost; 
suppose that certain current partnership business was 
well advanced toward completion prior to the death of 
B; and suppose that the partnership agreement pro- 
vided that, upon the death of one of the partners, all 
partnership assets, including unfinished business, 
should pass to the surviving partner, and that the sur- 
viving partner should make certain payments to the 
estate of the decedent. To the extent that the pay- 
ments by A to the estate of B are attributable to B’s 
interest in the previously earned proportion of the un- 
finished partnership business transactions, their receipt 
by the estate of B will reflect the realization of income. 
With respect to such portion of the payments by A as 
is attributable to B’s interest in the tangible assets 
of the partnership which had appreciated in value, no 
gain to the estate of B will be recognized. If some 
portion of the payments by A is attributable to a sale 
of B’s interest in partnership assets consummated by 
B prior to his death, however, the gain to the estate of 
B reflected in such payments will be recognized regard- 
less of the character of the assets sold, and regardless 
of whether or not payment was due on a day which 
must oecur after B’s death.”’ 

*Letter dated August 23, 1945, signed Norman D. 
Cann, Deputy Comm. 


arises for income tax purposes. However, 
if the same share passes to his estate at 
death, and the fair market value at the time 
of death is $100, a capital gain would arise 
only if it subsequently was sold in excess of 
$100. The original acquisition cost of $10 
is disregarded by virtue of Section 113(a) 
(5) of the Internal Revenue Code, which 
adjusts the cost basis as of the fair market 
value at the time of death. Consequently, 
the theory of the law is to recognize the 
equity of taxing a dead man’s property with 
some degree of leniency, as contrasted to 
the situation during life; that is, such prac- 
tice is followed for income tax purposes, at 
least. 


Assume, however, that business owners 
during their lifetime enter into an execu- 
tory contract whereby the survivors are 
given the contractual right (or are obli- 
gated) to purchase a deceased’s interest in 
the business upon his death. These agree- 
ments are, in practically every instance, 
subject to amendment and termination, but 
become binding upon the death of one of 
the parties to the contract. 

In many instances, life insurance will be 
utilized to supply the necessary funds to 
carry out the terms of the agreement. Fun- 
damentally, since title to the property does 
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not pass until one member dies and payment 
is likewise postponed until at or after death, 
the sale is not consummated at the time the 
agreement is formulated. At any time prior 
to death, however, the parties to the contract 
can terminate the agreement and withdraw 
from the terms of the agreement. Neverthe- 
less, on November 10, 1944, Joseph J. O’Con- 
nell, General Counsel of the Treasury De- 
partment, informally ruled in answer to an 
inquiry that the execution of the sale upon 
the death of a party to the contract is, for 
income tax purposes, the same as if the sale 
had been made during life. Under this ruling 
(since nullified by TD 5459), any apprecia- 
tion in the value of the business over cost 
would be considered a capital gain and taxed 
as such to the decedent’s estate. 


Background of Regulations 


N order to present a complete discussion 

of the question, the prior regulations be- 
fore amended by TD 5459 must be discussed, 
as well as the amended regulations. 

Immediately following enactment of Sec- 
tion 126 (as added by Section 134(e) of the 
1942 Revenue Act) and release of the cor- 
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responding regulations, apprehension arose 
over the following statement contained in 
Regulations 111, Section 29.126-1 (prior to 
amendment by TD 5459): 


“Another example is the case of a partner 
whose partnership agreement provided that 
upon his death his interest in certain part- 
nership assets would pass to the surviving 
partners in exchange for payments to be 
made by them to his widow. Upon his death, 
the payments by the surviving partners 
must be included in the widow’s income to 
the extent they exceed the adjusted basis of 
such assets in the hands of the decedent im- 
mediately prior to his death.” (Italics sup- 
plied. ) 

Some tax authorities took the position 
that the word “immediately” meant original 
acquisition cost, which, if true, would result 
in taxing any appreciation in the value of 
the decedent’s business interest as a capital 
gain to the estate. However, a more logical 
interpretation of the word “immediately” 
would seem to be the instant before 
death. Thus, the word apparently was care- 
fully selected and had no relation to original 
acquisition cost. Under the latter interpre- 
tation, the business would be valued as a 
“going business” (possibly include a good- 
will value, if one existed) which is the meth- 
od used for arriving at the value for estate 
tax purposes. Under this method, the Treas- 
ury could tax as income to the estate any 
portion of the payments made by the sur- 
vivors which included payment for unfin- 
ished business in which the decedent had 
participated prior to his death but which 
had escaped being personally taxed as in- 
come to the decedent prior to his death. This 
method is now employed under the amended 
regulations. 


Misconception as to Sec. 126 


URTHERMORE, in attempting to inter- 

pret the regulations, one must consider 
the intent behind the enactment of Section 
126 in the 1942 Revenue Act. It was primar- 
ily a relief section to overcome the burden- 
some effects of the Enright case.* 

In that case, the decedent-taxpayer was 
compelled to include in the final income tax 
return in the year of death, all income to 
which he was entitled, although not yet ac- 
tually received. This principle would be 
ruinous in many instances. 

Thus Section 126 had for its basic pur- 
pose relief from this tax procedure. It pro- 


’Helvering v. Enright, 312 U. S. 686, 61 S. Ct. 777. 





vided that rather than lumping accrued in- 
come in the one taxable year, that income 
would be taxed as income when received by 
the estate or beneficiaries. Keeping this fun- 
damental purpose in mind, it becomes diffi- 
cult to believe that the Treasury Depart- 
ment ever intended to apply the regulations 
as announced by the now nullified O’Connell 
ruling of November 10, 1944. 


“Discretion” in Presenting Inquiries 


N October 12, 1943, the writer presented 

the Section 126 question to the Treas- 
ury Department for a ruling. The question 
proposed was prepared upon the basis of a 
situation involving corporate stock. A reply 
was received, dated November 24, 1943, 
signed by Timothy Mooney, then Deputy 
Commissioner, in which he ruled that Sec- 
tion 126 was not applicable to executory buy- 
and-sell business agreements, and further 
that Section 113(a) (5) precluded the impo- 
sition of the capital gain tax upon the es- 
tate. 

This letter-ruling was received prior to 
both the O’Connell ruling and the subse- 
quent publication of TD 5459, indicating 
that the Treasury Department did not in- 
tend to impose the capital gain tax, even 
from the beginning. Perhaps many inquiries 
were submitted to the Treasury Department 
subsequent to Mr. Mooney’s favorable rul- 
ing, and suggested a possible avenue for ad- 
ditional revenue, although contrary to the 
Department’s original intention. In fact, the 
inquiry that brought on the O’Connell ruling 
was drafted in detail with a substantial tax 
liability nicely computed. The Treasury De- 
partment’s reluctance to give the taxpayer a 
favorable ruling on the basis of any inquiry 
dramatizing the tax “loss” to the govern- 
ment can be readily understood, even though 
it is realized that the position assumed is 
supported by only a slim margin. 

Considerable discretion can be a virtue in 
presenting these questions to the Treasury 
Department for rulings. 


Taxing Good Will 


T is well settled, particularly since publi- 

_cation of TD 5459, that appreciation in 
the value of tangible assets is not income to 
which the decedent was entitled during his 
lifetime. The further question in connection 
with TD 5459 is whether payments by the 
su*vivors, which include an item for good- 
will value, will be considered a capital gain 
taxable to the estate. The regulations state 
that no gain will be recognized in connection 
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with payments for tangible assets, but re- 
main silent in regard to intangible items, 
one of which would be a good-will value. 


Basically, if no gain is to be recognized 
in connection with tangible assets, the same 
principle applies to intangible assets. Sec- 
tion 113(a) (5) would be applicable because 
in adjusting the cost basis as of the date of 
death, a good-will value would be included. 
There is no limiting language in this sec- 
tion whereby one could assume good-will 
value is to be excluded from such an adjust- 
ment. Consequently, if the appreciation in 
the value of tangible assets is not income to 
which the decedent had a right during his 
lifetime, neither could a good-will value be 
that type of income. The type of executory 
agreement under discussion, does not consti- 
tute a sale made during lifetime; but if it 
did, the capital gain would be computed by 
the extent to which the total sale price, in- 
cluding good-will, if any, exceeded cost, and 
consequently good-will would be reflected in 
the gain. Conversely, inasmuch as the sale 
is not consummated during the decedent’s 
lifetime, but at death, good-will should be 
disregarded along with the appreciation in 
the tangible assets. 





288 


The case of Bull v. United States* might 
bear discussion at this point. There, the 
partnership employed no tangible assets. In 
fact, no investment of any kind was in- 
volved, other than the time, skill and expe- 
rience of the partners. Upon the death of 
Bull, the estate received some $200,000, ac- 
cording to the partnership agreement, which 
was treated as income and taxable to the es- 
tate. However, the $200,000 was not treated 
as income merely because the partnership 
possessed no tangible assets, but rather be- 
cause the estate actually participated in the 
partnership business during administration 
of the estate and was taxable as a partner 
in the business during this interim. Conse- 
quently, this case does not support the con- 
tention that good-will might be taxed as a 
capital gain to the estate under the present 
regulations. 

Basically, Section 113(a) (5) removes the 
possibility of imposing the capital gain tax 
upon intangible items, such as good-will, 
when included in the purchase price paid to 
the deceased’s estate. The sole purpose of 


4295 U. S. 247, 5: 
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the enactment of Section 126 in the 1942 
Revenue Act was to tax as income to the es- 
tate ‘or heirs, those items from partnership 
operation to which the decedent had a right 
during his lifetime and would have been 
taxed to him as income, had he lived to re- 
ceive them. Probably even the regulations, 
when first released in 1942, never intended 


5Cf. Article by author criticizing O’Connell ruling in 
The Journal of Accountancy, May, 1945, page 403. 
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because of varying surrender charges during 
that period). Part V gives tables demon- 
strating the effects of various interest rates 
on cash values at retirement ages 55, 60 and 
65 for different types of policies (ordinary life, 
endowment, etc.). Other tables useful in pro- 
gramming are included. 
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New Life Insurance Off 


New life insurance for August was 7.9 per 
cent less than for August of last year and for 
the first eight months of this year was 3.1 
per cent greater than for the corresponding 
period of 1944, according to the Life Insurance 
Association of America. For August, Ordinary 
insurance showed an increase of 2.1 per cent, 
Industrial insurance a decrease of 16.1 per 
cent, and Group insurance a decrease of 46.4 
per cent. The statement aggregates the new 
paid-for business — not including revivals or 
increases — of 39 United States companies 
having 68 per cent of the total new paid-for 
life insurance in all United States legal reserve 
companies. 
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RESOURCES. 


Cash and Due from Banks . . . . $ 393,840,494.76 
U. S. Government Securities 1,294,612,871.08 


U. S. Government Insured F. H. A. 
Mortgages 


State and Municipal Bends. 
Stock of Federal Reserve Bank 
Other Securities . . 

Loans, Bills Purchased at 


Bankers’ Acceptances 
Mortgages 
Banking Houses. 
Other Real Estate Equities 
Customers’ Liability for Acceptances 
Accrued Interest and Other Resources 


4,456,785.26 
39,077,613.02 

2.475,000.00 
23,621,340.29 


395,050,988.65 
13,153,612.65 
11,512,530.67 
423,280.73 
4,232,670.74 
6,091,489.36 
$2,188,548,677.21 


LIABILITIES 


Capital . . . . . $41,250,000.00 
Surplus . . . . . 41,250,000.00 
Undivided Profits 29,007,450.22 
Reserve for Contingencies 


Reserves for Taxes, 
Unearned Discount, Interest, etc. . 


Dividend Payable October 1, 1945 
Outstanding Acceptances : 
Liability as Endorser on Acceptances 


and Foreign Bills 528,202.25 
Deposits ......... .. 2,055,637,528.40 


$2,188,548,677.21 


$111,507,450.22 
8,488,073.68 


6,408,485.34 
1,237,498.20 
4,741,439.12 


United States Government securities carried at $257,784,547.44 are pledged to 
secure U. S. Government War Loan Deposits of $225,113,353.65 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Principal Office: 55 Broad Street, New York City 
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European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


CURRENT DAY ESTATE PLANNING 


OMPLEXITIES of modern day econom- 

ics have caused Estate Planning to out- 
grow its “swaddling clothes” and become a 
far-reaching force in the protection of fam- 
ily capital. The science (for such it might 
now be termed) of Estate Planning, how- 
ever, is subject to rather wide definition. 
As a result, the following attempt is made to 
supply a proper definition of its scope. 


Destructive Forces 


The individual owner of capital and pro- 
ducer of surplus earnings is forced to defend 
his accumulations of stored-up wealth 
against many external factors seeking to de- 
stroy that which he has created. Some of 
these basic forces, accelerated by war con- 
ditions and costs, may be summed up as fol- 
lows: 

Taxation: “The power to tax is the power 
to destroy.” Complexity of tax laws imposes 
a further tax on “lack of knowledge” 
through the payment of legally unnecessary 
amounts of tax. 


Economic Trends: Fluctuations in the 
price and value structure, measured in terms 
of the dollar, compel a constant reappraisal 
and shifting of family fortunes. Ignorance 
of basic economic directional forces consti- 
tutes a continual levy on private capital. 


Investment Ability: The selection of those 
properties and securities that afford the best 
prospects for conserving value and the de- 
termination of the time period of such own- 
ership, is an exacting art. Ineptitude in this 
field is an ever present force operating 
against the conservation of capital. 

Legal Procedure: Invoking the protective 
forces of governmental law and regulation is 
a privilege that may be used for or against 
the estate owner. Every financial transaction 
is subject to one or more legislative rules. 
“Ignorance of the law” can only be destruc- 
tive, 

Human Weaknesses: Dissipation of cap- 
tal by family members constitutes one of the 
greatest drains on family fortunes. Mis- 
guided generosity may leave the giver in 
want. Extravagance and impulsive action 
can end in insolvency. 


Rigidity of Plans: The actual conditions 
of today may become the “fairy tales” of to- 
morrow. Management “from the grave” is 
the penalty of rigid documents that allow no 
adjustment to changing times. 


The Need for Estate Planning 


These basic factors give rise to the need 
of planning and developing protective action 
and the powers required to effectuate it. The 
proper financial products and services must 
be determined and employed. All must be 
projected in terms of the future. Here lies 
the true function of Estate Planning. To 
plan these things, not to supply the manage- 
ment, not to create and sell the financial 
“products,” but to point the way to vehieles 
that provide safe transportation to security. 

The term “Estate Planning,” in common 
usage, is a “coat of many colors.”’ Misappli- 
cation of definitive phrases, by the lay pub- 
lic, is the bane of all students. Ultimately, 
for example, we find that the elemental term 
“inflation” has come to mean many different 
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things to different people. So it is with “Es- 
tate Planning.” Moreover, many persons 
who title themselves “Estate Planners” are 
really practicing in a field limited to one or 
more particular phases of the complete ser- 
vice. 


What is Estate Planning? 


To conserve the economic values of a fam- 
ily, while all members are living, and for the 
heirs of each — such should be the primary 
aim of complete Estate Planning. Family 
economic values consist of those things that 
are already created, stored-up capital and 
cultivated earning power, and those things 
that are still to be created, more capital and 
greater earning power. Conservation from 
one generation to the next requires continual 
planning and review, with proper projection 
of purpose and flexibility of terms, lest the 
future destroy the poorly laid plans or hopes 
of today. 

Estate Planning, as fitted to the foregoing 
pattern, is a scientific procedure that makes 
no compromise with any of the components 
constituting the entire service. To be sure 
of speaking the same language, we must de- 
termine what are these basic components 








What's the Answer? 


Trustee Beneficiaries of life insurance 
face many questions like these: 


Can trustees elect the income options? 

Can you repay policy loans in order to 
apply as much money as possible 
under the policy providing the best 
options? 

Can you get options not shown in the 
policy? 

What income is available? 

Can a child's funds be accumulated at 
interest to age 21 and then used for 
a life income? 


ANSWERS are in SETTLEMENT 
OPTIONS, a new book available from 
Flitcraft Inc., Oak Park, Illinois. If estates 
in your trust have life insurance, you need 
this book. 


More than 7,000 answers to 147 
questions. 

60 largest life insurance companies 
included. 

More than 200 pages of tables. 


Price $2.50 postpaid 
Discount of 10% for cash with order 


See Trusts and Estates 
Pages 123 and 213 
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that go to make up Estate Planning. Better 
to illustrate this, let us consider the sources 
that supply one or more phases of the ser- 
vice. These “suppliers” consist of trust of- 
ficers, life insurance underwriters, lawyers, 
accountants, investment counselors, invest- 
ment bankers, and investment economists. 
Admittedly, the last three named may not be 
essential participants except in involved or 
substantial cases, but they are included here 
to present the complete picture. 


Function of Each Group 


The primary function of each of these 
groups in the field of Estate Planning may 
be generally described as follows: 


Trust Officer: planning the managerial 
terms of wills and trust agreements, with 
emphasis on plans of property distribution. 


Life Insurance Underwriter: planning the 
replacement of lost estate values and person- 
al earning power, the creation of new estate 
capital, and cash for estate taxes and obli- 
gations. 


Lawyer: planning the documents required 
properly to effect a financial and estate plan, 
and advising on legal problems. 


Accountant: planning the protection of 
capital and income from overpayment of 
current taxes, and supplying financial truth 
through accountancy. 


Investment Counsellor: planning the gen- 
eral employment of capital funds in securi- 
ties of productivity and liquidity. 


Investment Banker: planning estate liq- 
uidity for a family business enterprise with 
emphasis on the replacement of family capi- 
tal with public capital. 


Investment Economist: planning a basic 
directional policy to allow the investment of 
a family fortune to be kept attuned to 
changing tides of economics and business. 


To the “user” of the service, the general 
meaning of estate planning usually depends 
upon which of the above agencies is supply- 
ing some particular phase of it. It is prob- 
able that the “supplier’s” conception of Es- 
tate Planning permeates to the user. 


A Coordination of Services 


We do not intimate that each supplier of 
some particular phase of the service will 
usually restrict himself to his major field of 
endeavor. But that which is external to the 
realm of his own primary activity runs the 
risk of receiving rather light treatment. 





To provide a more graphic illustration of 
estate planning in action, it is well to vis- 
ualize a joint conference, attended by all 
suppliers of service, contributing their re- 
spective abilities to the solution of the prob- 
lems in any given case. One of those in at- 
tendance, competent to do so, must act as a 
coordinator, sitting on the side of the fence 
with the estate owner, assisting him to se- 
lect and correlate the best that each supplier 
has to offer. 


Thus, through a mere listing of the var- 
ious suppliers of estate planning service and 
their primary pursuits, we arrive at a gen- 
eral definition of complete “Estate Plan- 
ning,” as it should be conducted. Here we 
have the necessary components of the ser- 
vice. All must be taken into consideration in 
the attainment of a proper end. 


PENSION PLANS AND “CUTBACKS” 


OW that the era of swollen war profits 

and high corporation tax rates is near- 
ing an end, it is essential to reappraise the 
effects on corporate finance of committed 
costs under “over-generous” pension plans. 
A company in a position where its fixed an- 
nual commitment for its employee benefit 
plan is already or may prove over-burden- 
some, is confronted by a serious problem. 


The Bureau of Internal Revenue has ruled 
that one of the prerequisites of tax exemp- 
tion is that upon establishment of a plan 
there shall be a sincere intent of perman- 
ency. If, therefore, a plan established during 
years of war profits and high tax rates is 
soon thereafter discontinued, there is dan- 
ger that all previous payments made by the 
company will be disallowed as deductions 
for corporation income taxes. This is a dras- 
tic penalty and might of itself force a corpo- 
ration to continue a plan it no longer can af- 
ford. If it is sought to lower the commitment 
by reducing the size of benefits, it would 
probably be held a partial termination, with 
tax disallowance of a corresponding portion 
of previous payments. 


This problem arises, of course, only under 
the fixed pension type of plan and not under 
a plan wherein the company’s annual depos- 
its are measured entirely by its net earn- 
ings. A solution of the problem may lie in 
the conversion of part or all of a fixed pen- 
sion plan to the profit sharing trust type of 
plan. Although this point has not as yet 
been ruled upon by the Treasury Depart- 
ment, it would appear that such a conversion 
miht be allowable if properly carried out. 
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Five-Day Banking Week? 


Summer Saturday closings of commercial 
and savings banks and trust companies may 
become year-round practice. Some cities, like 
Wilmington, Del., have already taken the lead. 
Clearing house members there are operating 
on a five-day schedule, with evening hours on 
Friday to accommodate customers, particularly 
savings, checking and vault. The question is 
a current one in New York, where polls show 
favor for such closings in metropolitan areas, 
but there is concern over taking such action 
so long as other major cities remain on a five- 
and-a-half day week. Saturday closing of the 
Stock Exchange throughout the year would be 
a powerful influence. On the other hand, if 
industry generally remains operative on Satur- 
days during the “catching-up” period of civilian 
production, this may be a deterring factor, at 
least in such industrial centers. Another diffi- 
culty is the possibility that once adopted, any 
Saturday work required would be on a time- 
and-a-haif wage basis. 
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Telephone MArket 2-6620 
* 





Was His Face Red? 


Frederick A. Carroll, vice president and 
trust officer on leave from the National Shaw- 
mut Bank of Boston as Commissioner of the 
American Red Cross in Britain and Europe, 
had the most pleasant duty in Paris recently 
of bestowing Medailles d’Appreciation on 20 
pretty French young women in appreciation 
of their work as canteen hostesses for the Red 
Cross. In exchange for the medals, the re- 
cipients bestowed upon Mr. Carroll the usual 
French display of thanks, by implanting a kiss 
on each cheek. “The Commissioner,” said one 
soldier who witnessed the ceremony, “was red- 
der than a six-alarm fire.” 


————0 


Banking Monograph Issued 


One of a series of 75 monographs for voca- 
tional guidance, a 24-page booklet has been 
issued by Bellman Publishing Co. of Boston, 
describing the work, requirements and re- 
wards of careers in the banking and trust 
field. Prepared by Albert Griffin of Emory 
University, this well conceived outline of func- 
tions and requisites of bank work contains a 
brief paragraph on trust services, and lists 
salary scales of some standard bank jobs. 


an 
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N. Y. Trust Committee 


The 1945-6 committee on Trust Functions 
of the New York State Bankers Assn. was 
appointed in September by Bernard Finucane, 
association president. Chairman is George C. 
Barclay, vice president, City Bank Farmers 
Trust Company, New York City; members: 
Thomas Cantwell, Manufacturers and Traders 
Trust Company, Buffalo; John W. Remington, 
Lincoln Rochester Trust Company; Otis A. 
Thompson, National Bank and Trust Company, 
Norwich; Bernard A. Gray, Northern New 
York Trust Company, Watertown; Mark Peet, 
Glens Falls National Bank and Trust Com- 
pany; John Sammis, Orange County Trust Com- 
pany, Middletown; D. G. Lee, Nassau County 
Trust Company, Mineola. 
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Our Legal Editors Speak 


Joseph Trachtman, New York legal editor 
for Trusts and Estates, addressed the West- 
chester County Bar Association on October 5, 
on “Current Problems in Drafting Trusts.” 

Samuel J. Foosaner, New Jersey legal editor, 
spoke on October 4 at a meeting of the Life 
Insurance and Trust Council of North Jersey. 
His subject was “Estate Planning in Light of 
Federal Taxes, Life Insurance and Trust Law 
Today.” 
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TRUST DIVISION ACTIVITIES 
Committee’s Work Described 


FREDERICK A. CARROLL 


Vice President. The National Shawmut Bank of Boston 


NE of the most important matters dealt 

with by the Committee on Taxation 
was the further extension of time for the 
release of powers of appointment, which 
was again extended to July 1, 1946. If this 
recommended extension had failed, donees 
of powers of appointment in existing estates 
would be unable to free the estate from ad- 
ditional federal estate tax burdens. Another 
was the amendment of the federal income 
tax law on employees’ trusts, extending to 
June 30, 1945, the time within which to 
qualify employees’ trusts in existence before 
January 1, 1945. The law was further 
amended to allow 75 days after the close of 
an employer’s taxable year within which to 
qualify employees’ trusts created after 
December 31, 1944. 


Two decisions concerning the federal es- 
tate tax on transfers subject to reversion- 
ary interests were handed down by the 
United States Supreme Court on February 
5, 1945. The cases (Fidelity-Philadelphia 
Trust Co. v. Rothensies, 65 S. Ct. 508, and 
Comm. v. Fields, 65 S. Ct. 511) will have 
far-reaching results in the determination of 
the federal estate tax on trusts created in- 
ter vivos unless corrective legislation is en- 
acted.* 


This committee has been working on a 
comprehensive tax study based on the his- 
torical background and development of 
trusts, their use as a medium for the con- 
servation of property for the benefit of de- 
pendents, and their importance in the gen- 
eral social and economic scheme of our whole 
property system. The study will include a 
brief history of federal taxation of estates 
and trusts, showing the statutory develop- 
ment down to the present time, and will 
cover interpretations and regulations relat- 
ing to the estate and trust sections of the 
tax laws and leading court decisions. 


From report as President of Trust Division, Ameri- 
can Bankers Assn., to the Administrative Committee 
f the Association on September 27-28, 1945. 


*Cf. Polisher, ‘‘Transfer With Possibility of Revert- 
er,” July 1945 Trusts and Estates 67. 


Employees’ Trusts 


Our Committee on Employees’ Trusts has 
written to 193 trust institutions, known to 
be handling employees’ trusts, asking for 
operating forms they are using and for any 
administrative and operating problems they 
have encountered in this type of business. 
A joint report with the Committee on Opera- 
tions will be published in the fall. 


Common Trust Funds 


The common trust fund movement is pro- 
gressing at a steadily accelerating pace 
throughout the country. Three states — 
Maryland, New Jersey, and West Virginia 
— adopted enabling acts in 1945, which 
brings the total number of states having 
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common trust fund enabling legislation to 
26. In 16 of these states, a total number of 
34 trust institutions are administering com- 
mon trust funds. 

Our committee believed that the limit on 
investment of any one trust in a common 
trust fund should be increased to $50,000 
and discussed this matter with the Board of 
Governors of the Federal Reserve System. 
Regulation F has now been amended and 
the limitation has been increased to $50,000, 
effective September 1, 1945. Pennsylvania, 
where there are 9 trust institutions which 
administer common trust funds, had this 
year passed anticipatory legislation amend- 
ing its common trust fund law to take ad- 
vantage of the increased limit. 

As a guide to trust institutions in adopt- 
ing a wise policy regarding the advertising 
of common trust funds, a statement of pol- 
icy on the subject was formulated by the 
Committee on Common Trust Funds in co- 
operation with the Committee on Trust In- 
formation.* Regulation F, as amended, now 
provides that “a bank administering a com- 


*Published in the March 1945 Trust Bulletin and 
May 1945 Trusts and Estates 460. 
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mon trust fund shall not, in soliciting busi- 
ness or otherwise . . . advertise or publicize 
the earnings realized on any common trust 
fund or the value of the assets thereof.” 


Our committee is now considering a re- 
vision and republication of the “Handbook 
on Common Trust Funds.” 


Intermediate Court Accounting 


In cooperation with Gilbert T. Stephen- 
son, the Committee on Intermediate Ac- 
counting submitted its report containing the 
following underlying objectives of inter- 
mediate court accounting: (1) protection of 
the rights of all interested parties; (2) pre- 
servation of the confidential nature of trust 
relationships; (3) simplicity; (4) economy, 
and (5) conclusiveness of accounting as to 
all matters and parties properly before the 
court. In Indiana a bill, based on this report, 
was passed by the legislature, following re- 
peal of the Uniform Trustees Accounting 
Act. The new act provides more practical 
accounting rules and procedure for all trus- 
tees under wills, deeds, and agreements, in 
line with the recommendations of the com- 
mittee. 


Corporate Trusts 


The Committee on Corporate Trust Activ- 
ities is making a survey of the experience of 
trust institutions in administering corporate 
trusts under the Trust Indenture Act of 
1939. It has requested 92 trust institutions, 
known to have qualified with the Securities 
and Exchange Commission as trustee under 
certain indentures subject to the act, to 
make suggestions as to any provisions of 
the act in the interests of better protection 
to the bondholders or to facilitate the duties 
of the trustee. 


Bar Relations 


With only one or two-exceptions, the Com- 
mittee on Relations with the Bar has re- 
ported generally satisfactory relations with 
the bar over the country. Informal meetings 
have been held with the chairman of the 
committee on unauthorized practice of the 
law of the American Bar Association and 
several situations have been resolved satis- 
factorily. In Louisville, Kentucky, court ac- 
tion was started by the bar association there 
against local trust institutions. Efforts are 
being made to bring about a settlement. 


Trust Education 


The Committee on Trust Education is co- 
operating with the American Institute of 





Banking in revising Volume II of the A.I.B. 
textbook “Trust Business.” Individual chap- 
ters have been assigned to trustmen special- 
ly qualified in the subject for editing or re- 
writing. Plans calls for the revision of the 
entire manuscript by January 1, 1946. The 
revision of Volume I was completed last fall. 


Councils 


The organization of life insurance and 
trust councils throughout the country is pro- 
ceeding steadily and is productive of mutual 
understanding and education and increased 
business for members of both groups. Four 
new councils have been organized during 
the past year in Cincinnati, Detroit, Char- 
lotte (N. C.), and Dallas. This brings the 
total number of councils organized to 27. 
There are several other cities where councils 
are under contemplation, particularly Oma- 
ha and Houston. 


Commercial Officer Cooperation 


The degree of cooperation between com- 
mercial banking officers, directors, and the 
trust department has always been impor- 
tant in the development of trust business. 
Several months ago, the Committee on Trust 
Information prepared a comprehensive ques- 
tionnaire on the most effective methods of 
cooperation currently in use and mailed it to 
a representative cross section of members. 
Their replies were incorporated in an en- 
lightening report with recommendations 
published in the May Trust Bulletin. The 
committee is now at work on a project de- 
signed to obtain nationally, and on a uni- 
form basis, important probate court statis- 
tics from representative jurisdictions 
throughout the country. 


Investments 


Last November the Committee on Trust 
Investments compiled a composite reference 
list of trust investment securities, made up 
from the individual lists of 59 representa- 
tive trust institutions, and a confidential 
copy was sent to every member of the divi- 
sion. This committee will report this fall the 
opinion of a representative cross section of 
carefully selected trust investment men over 
the country regarding some trust invest- 
ment problems. 


Legislation 


A total of 14 measures recommended by 
the Trust Division Committee on Fiduciary 
Legislation was adopted by 27 states, with 
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a total of 37 trust legislative enactments. 
In addition, 14 states provided for the pro- 
bate of servicemen’s wills, 14 enacted laws 
as to the administration of missing persons’ 
estates, and 18 legalized acknowledgment of 
instruments before any commissioned offi- 
cers of the armed forces. A compilation of 
new legislation affecting trusts and estates 
was published in the June Trust Bulletin.* 


We are also studying the probable effects 
on the trust business of unionization of em- 
ployees, the small unprofitable trust depart- 
ment, the best means of handling small 
trusts, post-war public opinion surveys, and 
service to returning veterans. 


*See also report on ‘“‘Recent State Legislation” in 
February to August issues of Z'rusts and Estates. 


“Living” War Memorials 


Many communities which are now giving 
thought to erecting permanent memorials to 
the heroic dead of World War II, would do 
well to study the example set by the people of 
Racine, Wis. Racine’s memorial to the dead 
of World War I was a community building, 
built with money collected by public subscrip- 
tion. The philosophy of its founders is ex- 
pressed at the entrance of the great auditor- 
ium; graven in stone are these words, “The 
Noblest Motive Is the Public Good.” 


How well the “public good” has been served 
by this building is attested by the popularity 
it enjoys as a meeting center. Last year alone, 
Memorial Hall was host to 115,000 people, at 
nearly 500 meetings, dances, concerts, lectures 
and other events. Trust officials could well take 
the leadership in sponsoring similar memorials 
in their respective cities. 





RANK C. RATHJE, chair- 
man of the board and 
president of Chicago City 
Bank and Trust Company, was 
elected last month president of 
the American Bankers Asso- 
ciation for 1945-1946, to suc- 
ceed W. Randolph Burgess, 
vice chairman of the board, 
National City Bank of New 
York. Officers of the Associa- 
tion were elected by members 
of its Executive Council under 
emergency provisions of the 
Association’s constitution 
which vest the council with 
this responsibility when a gen- 
eral convention cannot be held. 
The election was conducted by a mail ballot. 

C. W. Bailey, president of the First Na- 
tional Bank, Clarksville, Tennessee, was 
elected vice president of the Association to 
succeed Mr. Rathje, and S. Albert Phillips, 
vice president of the First National Bank, 
Louisville, was elected treasurer to succeed 
Wilmer J. Waller, president, Hamilton Na- 
tional Bank, Washington, D. C. 

In his inauguaral remarks, Mr. Rathje 
asserted : 

“It is just as important now, as it was 
previously, to have the federal debt well dis- 
tributed. The investment by the public of a 
part of its buying power in victory bonds 
will do much to levelize the factors of infla- 
tion and deflation. The possibility of infla- 
tion is as great as it was while the war was 
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still in progress, possibly 
greater, now that the strain is 
over and the urge to satisfy 
human wants runs stronger. 
The Victory Loan is our par- 
ticular responsibility ... 

“Today one of our most ur- 
gent needs is service to war 
veterans... If the best inter- 
ests of the veterans and the 
country are to be served, 
there are certain broad prin- 
ciples that should be recog- 
nized as guide posts in the 
drafting of legislation on this 
subject. These principles in- 
clude equal and equitable pro- 
visions for all veterans and all 
classes of veterans, fairness to the federal 
treasury, to the national economy and to the 
American taxpayer. It is to be borne in mind 
that the returning service man will be a 
civilian taxpayer tomorrow. The law should 
provide for such simplicity of administra- 
tion that all lending institutions will be able 
to give equal, competent and effective ser- 
vice... 

“The accumulation of capital is just as 
necessary to a sound economy in the future, 
as it proved essential in the prosecution of 
the war. The encouragement of saving is the 
basic function of banking. Through it, we 
can better serve more people than in any 
other way. In recent years, thrift has been 
overshadowed by the emergency of war, and 
justly so, but now that the war has been 
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gloriously won, government, banking, indus- 
try, and the individual citizen should devote 
themselves to the re-building of that funda- 
mental which is so vital to the nation’s wel- 
fare. The re-establishment of the philosophy 
of thrift must be the keystone in the recon- 
struction of our economy.” 


TRUST DIVISION OFFICERS 


James W. Allison, vice president in charge 
of trusts at the Equitable Trust Company, 
Wilmington, Del., was elected president of 
the Trust Division. Mr. Allison has served 
on various committees of the Trust Divi- 
sion, including those on Trust Accounting, 
Trust Education, Trust Policies, Liability 
Insurance for Fiduciaries, and Trust De- 
partment Personnel Nomenclature. He has 
also served on the Public Relations Council 
and the Research Council of the Association. 

Evans Woollen Jr., president of the 
Fletcher Trust Company in Indianapolis, 
was elected vice president of the Trust Divi- 
sion, succeeding Mr. Allison. A native of In- 
dianapolis, Mr. Woollen has been actively 
identified with local civic groups such as the 
Family Welfare Society, Board of Public 
Health and Charities, Board of School Com- 
missioners, and Community Fund. He was 
City Controller from 1933 to 1935. 

Robert M. Alton, vice president and trust 
officer of the United States National Bank, 
Portland, Ore., was chosen chairman of the 
Trust Division’s Executive Committee, and 
in the ordinary course of events is in line 
for the presidency two years hence. Former- 
ly a member of the division’s Committees on 
Costs and Charges and Relations with the 
Bar, he returned to the bank last Spring 
after three years in the Army Air Forces 
Materiel Command where he attained the 
rank of Lieutenant Colonel. 

Other members elected to the Executive 
Committee are: John H. Evans, vice presi- 
dent and trust officer, McDowell National 
Bank, Sharon, Pa.; N. Baxter Maddox, vice 
president and trust officer, The First Na- 
tional Bank, Atlanta; John W. Remington, 
vice president and trust officer, Lincoln- 
Rochester Trust Company, Rochester, N. Y.; 
Leo A. Steinhardt, president, International 
Trust Company, Denver; and B. Magruder 
Wingfield, vice president and trust officer, 
The National Bank of Commerce, Houston. 


———— 


The Michigan Bankers Association has re- 
appointed as Chairman of its Trust Committee 
during the year 1945-46, William J. Thomas of 
Detroit Trust Company. 
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Fiduciary Committees Named 


The Fiduciaries Section of the District of 
Columbia Bankers Association has named the 
following committee chairmen for the coming 
year: 

Trust law and legislation: Lester A. Law- 
rence. 

Taxation: Edward A. Dent, Jr. 

Trust investment: Frederick L. Church, Jr. 

Program: Earl G. Jonscher 

Standardization: Aubrey O. Dooley. 

Publicity: B. Bruce Frantz. 

Bulletin: Thomas Grant, Jr. 


a0 


Mississippi Trustmen Elect 


At its annual meeting, the Mississippi Bank- 
ers Association elected W. L. Fuller, trust offi- 
cer of Commercial National Bank of Laurel, 
as head of the trust division to succeed B. H. 
Colmery, vice president of First National Bank 
& Trust Co., Vicksburg, who was elected State 
vice president of the trust division of the 
American Bankers Association. H. S. Robinson, 
trust officer of the Bank of Tupelo, was elected 
vice president and Buford Yerger, secretary of 
the State association, is secretary ex-officio. 
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“Specials” and “Secondaries” 
in 1944 


Daring 1944 hundreds of dealers and brokers through- 
out the country successfully distributed many J/arge 
blocks of securities for which Smith, Barney & Co. 
acted as managers or co-managers. Among theSe issues 
are the following: 


Number Class of 
of Shares Company Stock 
5,900 * J American Bank Note Company Common 
7,900 * J American Can Company Common 
100,000 + J American Gas & Electric Company Common 
28,780 + The Babcock & Wilcox Company Capital 
2,000 * Carpenter Steel Company Common 
5,000 * Curtis Publishing Company Prior Pfd. 
20,000 + J E. I. duPont de Nemours & Company Common 
22,000 + Electric Storage Battery Company Common 
24,000 * J General Electric Company Common 
4,626 + Hercules Powder Company Common 
5,000 * Houston Lighting & Power Company Common 
38,082 * Jones & Laughlin Steel Corp. Common 
50,000 + Liggett & Myers Tobacco Company Common B 
1,987 + The Midvale Company Capital 
14,500 * J National Biscuit Company Common 
20,000 * Parke, Davis & Company Common 
60,000 * Phelps Dodge Corporation Common 
14,100 * J Philadelphia Electric Company Common 
25,400 * Philco Corporation Common 
24,168 + Pittsburgh & Lake Erie R.R. Co. Capital 
3,000 + Quaker Oats Company Common 
9,684 * Swift International Company Common 
6,000 + Walgreen Company Common 
20,000 * Youngstown Sheet & Tube Company Common 
16,000 * Youngstown Sheet & Tube Company Common 


* Special Offering + Secondary Distribution J Joint Manager 


An owner of securities, an individual or corporate 
executor, or the manager of funds of others, may now 
or in the future be confronted with the problem of 
disposing of a block of securities. One of our partners 
will be glad to discuss with them the special facilities 
which we stand ready to provide in these important 
transactions. 
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PRUDENT MAN RULE FOR SAVINGS BANKS 
Success in Fiduciary Field Points Way 


L. K. ELMORE 
Deputy Bank Commissioner, Hartford, Connecticut 


RUDENCE, as defined in Webster’s, is 

“the quality or state of being prudent, 
wisdom in the way of caution and provision, 
discretion, watchfulness, sagacity, regard or 
watchfulness for one’s own interest.” These 
standards of care, skill and caution are used 
in the Restatement of the Law of Trusts, 
the trustee’s Bible, as the basic principles 
of trust investment. 

Down through the years mechanical 
standards and formula tests have been de- 
veloped and enacted into state laws as a re- 
quired guide to the investors of funds of 
others. This so-called “legal list” rule of in- 
vestment seeks, by legislative decree, to 
crystallize and fix what is prudent; in effect, 
to imply that some types of investment are 
always prudent and others always imprud- 
ent. Obviously, this is not wholly tenable 
ground, although inexperienced and ineffi- 
cient management is estopped from suffer- 
ing the extreme effects of speculative ex- 
cesses or inadequate investigation and su- 
pervision. 

Investment under the legal list system is 
rigid and by necessity excludes many indi- 
vidual investment issues that are sound and 
prudent. By relieving the investor of some 
of his duties in the exercise of care, skill and 
caution, the emphasis is placed on the in- 
vestment in certain designated securities 
rather than on the soundness of the invest- 
ment per se. Once having purchased one of 
these securities established as prudent by 
legislative fiat, it is easy to develop a sense 
of security that seems to preclude the neces- 
sity of continuing check on the progress and 
exact condition of the company concerned. 


Development of Rule 


The prudent investor theory, on the other 
hand, places the full burden and responsibil- 
ity of the determination of care, skill and 
caution on the investor. This principle, in 
sharp contrast to previous judicial thought, 
was first propounded in Massachusetts in 
1830 in the now famous Harvard College v. 
Amory (Pickering 446-461), and its appli- 
cation was to investments by trustees. This 
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decision was predicated on the admission 
that “Do what you will, the capital is at 
hazard,” which basic truth is not always 
recognized in making investments under a 
prescribed legal list. Justice Putnam held 
that “All that can be required of a trustee is 
that he conduct himself faithfully and ob- 
serve how men of prudence, discretion and 
intelligence manage their own affairs, not 
in regard to speculation, but in regard to 
the permanent disposition of their fund, 
considering the probable income as well as 
the probable safety of the capital to be in- 
vested.” 


Although this rule did not spread to other 
states for a great many years, it has been 
amplified and restated in many later Massa- 
chusetts court decisions and has come to 
stand as a conservative investment policy, 
well tested by time. The “Massachusetts 
Rule” in recent years has been embraced by 
an increasing number of states, including 
Connecticut in 1939. This philosophy of in- 
vestment is, generally speaking, new to sav- 
ings banks. The State of Maryland is an ex- 
ception. 


It is to the trust field, therefore, that we 
largely have to look for experience and 
guidance, and this is not amiss because 
savings bank investment is somewhat anal- 
agous, the directors or trustees of a sav- 
ings bank being in effect trustees of the 
funds of depositors. A prudent corporate 
trustee investigates thoroughly, follows a 
well-defined policy, can explain its actions, 
takes no unnecessary risks, and exercises 
group judgment through directors’ control. 
Speculative transactions and day-by-day 
trading must be avoided. The purchase of 
securities at a substantial discount from par 
is frowned on by the courts because of com- 
mon doubt as to the safety of principal and 
the continuing reasonability of yield. The 
need of adequate diversification has been 
repeatedly stressed as one important deter- 
mining factor of prudence. The courts have 
been equally firm in ruling against any in- 
vestment by the trustee which involves his 
personal and individual interest. In general, 
prudence becomes a factual conclusion in the 
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case of each investment, with a full and im- 
partial weighting of all surrounding factors. 
Selectivity of investment, plus constant vigi- 
lance and unremitting attention insofar as 
retention is concerned, becomes the guiding 
principle. 


Retention 


Forthright action on the disposal of a se- 
curity when surrounding conditions dete- 
riorate through any cause is of paramount 
importance. Technological developments, 
economic trends, competitive pressures, 
management difficulties and government 
regulations, can quickly change the corpo- 
rate picture and turn a once prudent invest- 
ment into an unwarranted retention. The 
fact that unwarranted retention, as deter- 
mined by the courts, has been one of the 
most frequent bases for surcharge of fidu- 
ciary trustees, may well serve as a flag of 
warning to savings bank trustees in this re- 
gard, although the problem of fiduciary 
trustees is complicated by the inheritance 
of securities of a donor or testator at the 
time of the creation of the trust. 


The prudent investment section of the 
new Connecticut act also provides that a 
savings bank may retain otherwise legally 
acquired bonds as long as such retention re- 
mains prudent, with certain limitations as 
to amount. Reference is, of course, made 
here to bonds that were on the legal list 
when purchased, but which were subse- 
quently removed. Despite the specific men- 
tion of this classification of securities, there 
should be no change in the approach to the 
problem of determining whether or not the 
retention of any of such securities can be 
properly classified as prudent, or in the tests 
to be applied in connection therewith. The 
very fact that a bond that was once legal has 
failed to meet some of the mechanical stand- 
ards set up by statute indicates a certain 
retrogression or downward trend in the af- 
fairs of the corporation concerned, thus 
raising a danger signal on the issue of its 
retention on the grounds of prudence. 


It would be convenient and less bother- 
some to classify all bonds in this category, 
that is, those legal when purchased but since 
removed from the legal list, as prudent of 
retention, but a policy of convenience is not 
recognized by the courts and has no place in 
the prudent investment picture. Such follow- 
ing of the path of least resistance should be 
carefully guarded against. 

Lest this discussion convey the impression 
or create the fear that the “Massachusetts 
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rule” imposes onerous burdens and unrea- 
sonable responsibilities, I would emphasize 
that such is not my intention or belief. It 
simply represents a fuller acceptance of the 
responsibilities of a sound investment policy 
classified in the general term of care, skill 
and caution by the officers and trustees of 
savings banks. The present law still places 
strict limitations on the total amount that 
can be invested under this policy. The inves- 
tigative efforts, constant vigilance and ex- 
ercise of sound judgment (group judgment) 
necessary to operate successfully under this 
theory are reasonable and healthy conditions 
which are aided by the adequate research 
facilities, statistical information, and expert 
investment advice now available. The “‘prud- 
ent” theory of investment is tried and prov- 
en in the corporate fiduciary field, and can, 
within proper limits, make a valuable con- 
tribution in the savings bank field but only 
with the full recognition and acceptance of 
the responsibilities involved. 


New Legals 


The New York State Banking Board has 
added to the legal list securities of a par value 
of $260,000,000. The issues include 


$ 25,000,000 Union Oil Company of California 
Debentures 2%s, due June 1, 1970. 
160,000,000 American Telephone and Tele- 
graph Company Debentures 2%s, 
due October 1, 1975. 
75,000,000 Southwestern Bell Telephone Com- 
pany Debentures 2%s, due Octo- 
ber 1, 1985. 


The last named two issues have been added 
to the legal list by the Banking Board on a 
when issued basis. 


re) 


WARTIME DIVIDENDS 


Though sales in manufacturing industries 
moved to all-time peaks during the years 1939- 
1944, net income declined in many groups and 
dividends paid out were generally less, ac- 
cording to a new study of the National Indus- 
trial Conference Board, covering 420 com- 
panies in fourteen industries. The report cited 
Tobacco sales increase of 69% with decrease 
in net income of 23% and in dividends of 26%; 
Chemical sales doubled but net declined 5% 
and dividends 7%; automotive sales tripled but 
net income dropped .2% and dividends nearly 
11%. Dividend payments registered greater in- 
creases than net income in Paper, Blast furn- 
aces and Rolling mills, and Textiles, during 
this period. 
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FACTORS AFFECTING RAILROAD SECURITIES 


PATRICK B. McGINNIS 
Partner, Pflugfelder, Bampton & Rust, New York 


HE railroads in peacetime are going to 

be so different from the railroads before 
the European war started, in 1939, that 
there is hardly a resemblance, either finan- 
cially or physically. Since 1938, the railroads 
have spent about 2 billion dollars on their 
fixed plant. The main line of the American 
railroads today is in as good shape as it 
ever has been in history. The Diesel loco- 
motive has been introduced and it has revo- 
lutionized railroad motive power. A great 
majority of our steam locomotives are obso- 
lete and will be replaced either by Diesel, 
improved steam, gas turbine or jet propul- 
sion. This is tremendously important, be- 
cause it is one of our greatest costs. 


Another thing we did not have before the 
war was “central traffic control.” Most of 
your trackage west of the Mississippi is sin- 
gle track. On the heavy density divisions, a 
freight train would be going along, another 
freight train coming toward it, and they 
would have to stop one train, manually 
throw the switch, go into the siding, wait, 
get out and throw the switch again. In the 
course of 200 miles they might have had to 
do that many times. 


Several companies developed a method of 
central traffic control. Let’s assume you have 
several trains running in a 200-mile section, 
all single track, several trains going one 
way and several the other. One man in a 
central control tower guides the entire move- 
ment of those trains within that 200-mile 
block, and trains meet and pass each other 
without stopping, enter the siding and go 
through. That decreased transportation cost 
by large amounts. It has made single track 
almost as efficient as double track. 


Reduced Maintenance Costs 


One of the heaviest costs in railroading is 
the maintenance of rails. Eventually a joint 
loosens and when a loose joint occurs one 
section is higher than the other. In the olden 
days when one rail in a joint became lower 
than the other, the danger of “snapping off” 
became present, and it became necessary to 
take that rail out, cut off the end, and put 
it out on a side track. Then in late 1940 a 
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company developed “spot welding”, and in 
1941 it was developed to the point where 
the weld could be hardened sufficiently to 
adhere to steel. Now when you get a joint 
like that, a maintenance man goes out with 
a gadget and shortly the joint is restored. 

Another thing that has been developed 
since the war is the Sperry car for detecting 
fissures in rail. One of the greatest causes 
of wrecks and one of the greatest headaches 
to the railroad engineer is that steel, under 
certain temperatures and pressure, will 
fracture. It just shatters like sand. 

If you bought 20 miles of rail, let’s say, in 
1940, and you developed four or five fissures 
in it, in normal times the alarm was so great 
that the entire 20 miles of rail would, be 
taken up. In 1940 and 1941 the Sperry peo- 
ple developed this car. Now you hire this 
car, or you buy one. It goes along the rail 
and when it discovers a fissure in the rail it 
dumps a bit of whitewash and they take the 
rail out. That one operation alone has cut 
the cost of rail maintenance about 50%. 


Passenger Outlook 


Another tremendous change in peace time 
will be the passenger business. Ordinarily 
the railroads lose millions a year carrying 
passengers. All the passenger cars which 
existed in 1938 and 1939, with the exception 
of the streamliner cars, should be disman- 
tled and “junked,” as should be the Pull- 
mans of ancient vintage. 

I believe the railroads should eventually 
introduce a rate of a cent a mile with air- 
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conditioned streamlined trains, all coaches 
with reclining chairs, and recapture a great 
deal of the business which they lost to the 
busses. Frankly, I don’t think the busses 
will care very much, because they have 
found out that their profit is in “short haul’ 
travel rather than “long haul.” 


I think the air lines will take the major 
portion of the Pullman business, and I rath- 
er hope they do, because, in my opinion, the 
railroads lose money on the “long haul.” 


Therefore, I have hopes that over the next 
four or five years the equipment which the 
railroad offers will bring back to the rails 
sufficient business so that the railroads will 
at least break even, which means a gain of 
millions in net income. 


Almost all railroad management has 
changed in the last decade, or will change 
over the next two or three years. In my 
opinion it has been for the better in most 
cases. In any event, railroad management is 
now conscious of the fact that they have no- 
thing to sell but service, service to the pub- 
lic, and the public is going to use the service 
which they prefer regardless of arguments 
about subsidization. 


Victory Loan Drive 


The Victory Loan Drive will begin October 
29, 1945; the goal is $11,000,000,000. Of this, 
$4,000,000,000 is to come from sales to individ- 
uals and $7,000,000,000 from other non-bank 
investors. Of the individual quota, $2,000,000,- 
000 is to come from the sale of Series E bonds. 
The securities which will be sold under the di- 
rection of the State War Finance Committees 
are as follows: 

Series E, F and G Savings Bonds 

Series C Savings Notes 

2%%2% Treasury Bonds of 1967-72, maturing 
December 15, 1972 

2%% Treasury Bonds of 1959-62, maturing 
December 15, 1962 

7% Certificates of Indebtedness maturing 
December 1, 1946 

The Drive for individuals will extend from 
October 29 through December 8. During the 
period from December 3 through December 8, 
subscriptions will be received from all other 
non-bank investors for the marketable secur- 
ities. 

The 24% and 2%% bonds will be dated 
November 15 and the certificates of indebted- 
ness will be dated December 3, 1945, and will 
be sold at par and accrued interest from those 
dates. 





FINANCING BUSINESS PURCHASE AGREEMENTS 


High Taxes Leave Insurance as Best Method 


HARRY T. WRIGHT 
of Chicago; Former President, National Association of Life Underwriters 


F you should set out today to create an 

estate or purchase a_ stock interest 
amounting to $100,000 and could give your- 
self ten years in which to do it, you would 
have to have an annual income of $85,000. 
If you could give yourself 20 years to create 
this $100,000, you would have to make $32,- 
000 a year. If you had to raise $250,000 in 
the next ten years you would have to earn 
$600,000 a year, but if you could give your- 
self 20 years to do this, you would have to 
earn only $190,000 a year. Here is the break- 
down. 

To create a net estate of $100,000 in ten 
years, you would have to leave $107,000, on 
account of the death taxes, so that, elimin- 
ating interest, to have $107,000 in ten years 
you would have to save $10,700 a year. Your 
income tax on $85,000 is $58,000 and this 
leaves only $16,300 available for living ex- 
penses. 

The breakdown on the creation of a $250,- 
000 net estate under the present tax bracket 
(and these figures would be substantially 
the same if you had to raise $250,000 to 
finance a stock purchase agreement) you 
have to have $320,000, on account of death 
taxes, so that you would have to save $32,000 
a year for ten years. The income tax on an 
income of $600,000 is $538,000. This added 
to the $32,000 payment is $570,000, leaving 
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only $30,000 available for personal and liv- 
ing expenses. 

Over a 20-year period you would have to 
save $16,000 a year to create $320,000, and 
if your annual earnings were $190,000 a 
year, you would be compelled to pay $153,000 
of that in income taxes, plus $16,000, which 
would leave you $21,000 available for living 
expenses. 

So how is a man going to finance a busi- 
ness purchase agreement on his income at 
the present tax rates, except through life 
insurance? 


One Better Than Three 


A business survivor can finance the liqui- 
dation in four ways. He can try to do it the 
hard way, or it can be accomplished in a 
comparatively easy way. The three hard 
ways are: 


1. He could use his personal fortune. 


2. He might try to pay for it out of future 
earnings of the company or partnership, if 
any. ; 

3. He could try to borrow the money, pay- 
ing interest, of course, until the loan is re- 
paid. 

Or: 

4. He could do it the easy way by arrang- 
ing an adequate life-insurance program. 





Corporate and Personal 
Trust Services 


First NATIONAL BANK AT PITTSBURGH 


Fifth Avenue and Wood St. 


Pittsburgh 30, Pa. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





If the survivor tries to purchase the stock 
out of future earnings of the company, if 
any, or if he borrows the money and then 
tries to pay it back, he is mortgaging future 
earnings. This is not sound business. On an 
insurance negotiation on the 20-payment 
life plan, for instance, it gives them 20 
years; and under the whole life plan, it gives 
the surviving partner his entire lifetime to 
complete the transaction. 


The first three ways mentioned certainly 
lack liquidity and might well lead to insol- 
vency. Therefore, it seems to me that the 
lawyer, the banker and the life underwriter 
who are interested in the continuation of 
their client’s business should unite in get- 
ting stockholders in close corporations to ar- 
range to liquidate their interests at death 
through the medium of life insurance. 


If No Agreement 


One of the difficulties in creating a special 
fund for stock purchase without the issu- 
ance of life insurance is the unpredictable 
time of death of a principal stockholder, and 
the fund, of course, should be available im- 


WHEN THEY ASK ABOUT 


Profit Sharing 
Plans... 


When your corporate customer con- 
siders a profit sharing trust, let our 
long experience as consultants help 
you design, establish and supervise 
the exact plan needed to meet his 
specifications. 


Wickenden and Associates 
(A Partnership) 


Employee Benefit Programs 
Pension, Bonus and 
Profit Sharing Plans 


295 Madison Ave., New York 


Washington - Toronto - London 


TRUSTS and ESTATES—October 1945 


mediately upon the death of said stockhold- 
er. 


In a corporate structure, if a stockholder 
dies without a stock purchase agreement 
having been executed, the other stockholders 
may not be willing or able to purchase the 
stock from his estate. 


The corporation may be unwilling or un- 
able to pay a fair price, and the widow may 
be unwilling to sell even at a reasonable 
price, because she thinks her husband was 
underpaid and really was the most import- 
ant factor in the firm. She believes it be- 
cause her deceased husband told her so. 


So it is dangerous and a very unsatisfac- 
tory situation for both the corporation and 
the deceased stockholder’s beneficiary. Dis- 
tressed stock on the market may depress or 
even destroy the value of the deceased’s own 
stock. 


Typical Case 


Take the Wright-Wrong Corporation, 
owned by two stockholders. Let us say their 
gross profit in round figures is $500,000, and 
the present tax, because they are in the high 
excess profits, is $400,000, leaving available 
$100,000 for dividends. In addition to this, 
these gentlemen are paid a salary of $25,000 
each, making a total income in this year of 
$75,000 each. 


Some time ago they executed a stock pur- 
chase agreement by which they agreed that 
the survivor would buy the stock of the 
other in the case of his death, and at the 
time of the agreement they took four years’ 
earnings as a fair price for their share. 
They thus put a price of $200,000 on each 
share. They were conscious of the fact that 
death taxes would be very substantial, and 
so they agreed in the stock purchase agree- 
ment that the $200,000 would have to be 
paid over a period of not more than five 
years, calling for a very high penalty in the 
event of failure to disburse the money in 
that period. 


Mr. Wrong dies. Mr. Wright will have to 
get someone to do Mr. Wrong’s work and 
presumably will have to pay him about the 
same salary that Mr. Wrong received. If 
this is true, and the corporation still func- 
tions as before, Mr. Wright has increased 
his income from $75,000 a year to $125,000, 
representing his salary of $25,000, and 
$100,000 in dividends. But his net increase 
on the additional $50,000 is only $6,000, so 
Mr. Wright now has the problem of buying 
$200,000 worth of stock on an additional in- 
come of $6,000 a year. 
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With regular corporation taxes that are 
record high, and in addition the excess pro- 
fits tax, the greatest care must be taken in 
placing a value on stock that will be pur- 
chased at death by another stockholder or 
surviving partner. The shrinkage, after 
corporation and excess profits taxes are de- 
ducted, plus further shrinkage by reason of 
the individual’s personal income tax, is tre- 
mendous. 


The Approach 


A good approach to a corporation or a 
partnership is to ask if it is agreed that: 


1. No partner wants to be in business 
with his associate’s wife. 

2. No partner wants his wife to be in 
business with his associate. 


He will, in most cases, readily agree that 
as a stockholder or as a surviving partner 
he must have some place to dispose of his 
holdings at a fair price. On the assumption 
that he would expect a fair price for his 
stock, it would naturally follow that he 
would be willing to create a fair price for 
the stock of his associate if he should die 
first. So if he agrees, you are not talking 
about life insurance but about a “buy-and- 
sell agreement.” 

When that is disposed of, the query, 
“Where will you get the money to buy this 
stock?” brings the life insurance negotiation 
right into the picture. If you sell the stock 
purchase agreement, the negotiation of life 
insurance to furnish the money will natur- 
ally follow. 

Premiums for business insurance are not 
a deductible expense because if they were 
deductible, the principal (on the death of 
the insured) less premiums paid, or the pro- 
fit would have to be treated as current in- 
come. 

These facts are elementary, but few busi- 
ness men identified with close corporations 
and partnerships know the right answer; 
they will be most appreciative when the solu- 
tion is presented to them by their bankers, 
lawyers or life underwriters as to how life 
insurance may be used to finance business 
purchase agreements and solve their prob- 
lem the easy way. 

If the lawyer, the trust officer and the life 
underwriter will co-operate to the extent 
that they are capable, it will be profitable 
to all; and most important, life underwriters 
will render more efficient service to the thou- 
sands of corporations and _ partnerships, 
large and small, that are waiting for this 
very service. 





CLANCY D. CONNELL 


General Agent, Provident Mutual Life Insur- 

ance Co., New York, who was recently elected 

President of the National Association of Life 
Underwriters. 
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F.A.A. Meets in November 


The 30th Annual Convention of the Financial 
Advertisers Association will be held at The 
Homestead, Hot Springs, Va., on November 
26 to 29, 1945. 
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Where There’s A Will 


EGAL SHOE COMPANY founder El- 

mer J. Bliss during his lifetime created 
two trusts for the benefit of his son and 
daughter, respectively. In his recently pro- 
bated will he bequeathed $10,000 to the trus- 
tees of these funds — State Street Trust 
Company of Boston and a friend — to be 
disposed of in accordance with the terms of 
the living trust agreements. After giving 
$3,333.33 to each of three employees, Mr. 
Bliss placed the rest of his estate in trust 
with the same trustees — who are also 
named executors of the will — for the equal 
benefit of his two children. In addition to 
the income, the trustees are to pay them 
such amounts of the principal as in the trus- 
tees’ uncontrolled discretion may be neces- 
sary to meet extraordinary expenses “re- 
sulting from sickness, accident or calamity” 
to the children or any member of their im- 
mediate families. Upon the death of each 
child, his or her share is to be continued in 
trust for twenty-one years thereafter, the 
income to be paid to their respective issue 
(or applied to the use of any of them under 
21, without the appointment of a guardian) 
and the principal to be turned over to those 


surviving the period of the trust. If none of 
the daughter’s issue so survives, that half of 
the trust fund is to be added to the half for 
the benefit of the son and his issue, and vice 
versa. 


OBERT E. HORTON, authority on hy- 
draulics, bequeathed to his alma mater, 
Albion College, all his scientific books on 
condition they be maintained as a library 
bearing his name. If so accepted, the Col- 
lege will receive a legacy of $5,000, the in- 


come from which is to be used to maintain 
the library. A similar sum is given to named 
employees to complete an unfinished manu- 
script. The rest of Mr. Horton’s estate is left 
in trust with National Commercial Bank & 
Trust Company of Albany to pay the income 
to Mrs. Horton. Upon her death, three- 
fourths of the trust fund is to be set aside 
to pay life annuities, in stated percentages 
of the fund, to seven individuals. The other 
quarter is to be divided in stated percen- 
tages among a Humane Society, the Na- 
tional Research Council and the American 
Meteorological Society, of which Mr. Hor- 
ton was one time president. The latter two 
are to establish funds, bearing his name, 
for research in hydrology and hydrometeor- 
ology. As each of the seven individuals dies, 
that share is to be paid to the three named 
organizations in the same proportions. The 
will directs the bank, as executor, to retain 
a certain attorney in probating and manag- 
ing the estate. 


Irvin S. Cobb, the noted author and hu- 
morist, left a gross estate of $478,592 and a 
net of $420,823, according to a transfer tax 
appraisal reported by the New York State 
Department of Taxation and Finance. Mr. 
Cobb, who died last year, left five-sixths of 
his residuary estate in trust for his wife 
and the other fifth in trust for his sister. 
Upon their death, the fund passes to Mr. 
Cobb’s daughter. Chemical Bank & Trust 
Company of New York is co-executor and 
co-trustee under the will. 
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A PROGRAM FOR PUBLIC RELATIONS 


WILLIAM H. NEAL 
Vice President, Wachovia Bank & Trust Company, Winston-Salem, North Carolina 


S we survey the relations of chartered 
banking and the public, two important 
facts are quite obvious: 

1. The record of war service performed 
by American banks — selling war bonds, 
financing war production, handling ration 
coupon banking, aiding the fiscal program of 
the government, providing leadership for 
community war projects, and other activities 
too numerous to mention — has raised bank- 
ers and banking to a higher level of public 
esteem and respect. We must make sure that 
this upward trend is maintained. 

2. Never has chartered banking had so 
great an opportunity to establish itself 
permanently in public confidence as it has 
now. More people need banking and trust 
services today than ever before in the his- 
tory of this nation. We now have a chance 
to serve the American public more complete- 
ly than bankers of a generation ago would 
have thought possible. We have an opportun- 
ity to build up great reserves of public good 
will. 

We cannot meet the challenge of these sit- 
uations without a vigorous and continuous 
program of public relations. If chartered 
banking in America becomes complacent, if 
we develop a false sense of security, we have 
only to look at what is happening today to 
banking and private enterprise in England, 
France, Australia, and other democratic 

From report as chairman of Public Relations Coun- 


cil of American Bankers Assn., to the association’s 
Administrative Commiitee, Sept. 27, 1945. 


countries to know the consequences. It won’t 
happen here if we do well the job of selling 
and serving. 


Plan of Action 


Steps should be taken in the near future 
to make an expert survey of public opinion 
regarding banks. Such a survey would be of 
immeasurable value in planning and point- 
ing our advertising copy, our news releases, 
and our selling programs both at the na- 
tional level and at the local bank level. 


Many state bankers associations have ac- 
tive public relations committees, and some 
of them are doing an excellent job. It would 
be most helpful if more of these associations 
would set up active committees of expe- 
rienced men to do effective work at the state 
level. 


There is still considerable misunderstand- 
ing among bankers of the true function of 
public relations, and a lack of “know how” 
with respect to plans and procedures at the 
local bank level. During the past decade 
there have grown up many standard defini- 
tions and practices and the profession of 
public relations in rapidly maturing. It . 
would be most helpful if the Public Rela- 
tions Council next year would define and out- 
line the activities of a standard public rela- 
tions program for member banks, perhaps 
using a series of “how” booklets, written in 
simple language and filled with practical 
suggestions. This would do much to stand- 
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ardize procedure and clarify the present 
misunderstanding. 


Developing a Program 


We suggest that: 

a. Banks should give public relations 
functions a permanent place in individual 
bank management, (1) by fixing responsi- 
bility for a continuing program in a special 
department headed by a competent executive 





Captain Ewald S. Schoeller, stationed at the 
Concordia (Kansas) Prisoner of War Camp, 
is the first serviceman to complete by cor- 
respondence, work leading to the American In- 
stitute of Banking’s graduate certificate. He 
had received his pre-standard and standard cer- 
tificates while employed by the Lincoln Nation- 
al Bank of Newark, New Jersey. 


Representative Frank Carlson (Kansas), on 
behalf of the Institute, presents the graduate 
certificate to Captain Schoeller. 
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in the larger banks, and (2) by placing re- 
sponsibility for the program on a capable 
officer as a part time duty in the smaller 
banks. Such a program, to succeed, must 
have the active participation of top execu- 
tives. 


b. Banks should be urged to include all 
the standard activities of a comprehensive 
program, as the development of constructive 
customer relations, advertising, publicity, 
business development, and the organizing of 
the entire bank staff into an effective selling 
force. 


c. Steps should be taken to encourage the 
training and development of competent pub- 
lic relations technicians — or sales mana- 
gers — who will direct the programs in in- 
dividual banks. This is a specialized job, 
and requires specialized training just as 
does trust work. 

d. The position of public relations direc- 
tor or sales manager in a bank must be made 
attractive by management if capable and 
ambitious men are to be secured to do the 
job. Adequate compensation, responsibility, 
and recognition must be provided. 

e. Modern merchandising methods should 
be applied to banking. This means adopting 
and improving old services and adding a 
broad range of new services to meet chang- 
ing public needs, and then selling these ser- 
vices to an ever larger segment of the public 
through aggressive advertising and personal 
solicitation. 

This is not a one-year or five-year pro- 
gram, but rather a continuing program, de- 
signed to help chartered banking meet the 
challenge of the years ahead and firmly es- 
tablish itself in its rightful place in the con- 
fidence and esteem of the American public. 
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O some employers there is considerable 

appeal in the idea of relating pension 
costs directly to corporate earnings, so that 
such costs will be incurred only in profitable 
years and then more or less in proportion to 
the profits. Many plans involving this prin- 
ciple have been established, particularly in 
recent years. 


Prior to 1942 a number of employers used 
profit-sharing funds, allocated among em- 
ployees in accordance with more or less ar- 
bitrary formulas, to provide annuities or 
other deferred benefits. These plans enjoyed 
the same employee and employer tax advan- 
tages as were then available in the case of a 
definite pension plan. Since arbitrary alloca- 
tions were permissible, they could be ad- 
justed so as to provide for each employee, 
by the time of his retirement, a benefit in 
accordance with some prearranged formula. 


The 1942 Revenue Act greatly restricted 
this freedom of action in providing that: 


(a) Deduction may not be claimed for 
payments under a profit-sharing plan 
if such payments are applied to pro- 
vide benefits the cost of which may be 
actuarially determined; in other 
words, a definite benefit pension plan 
may not be funded through the oper- 
ation of a profit-sharing formula. 


The maximum amount that may be 
deducted annually in respect of a 
profit-sharing plan providing de- 
ferred benefits is 15% of the earnings 
of participating employees, subject to 
certain carry-over provisions in case 
the full 15% is not paid in any year. 


A profit-sharing plan must be an- 
nounced to employees, and must be 
definite as to the formula for deter- 
mining total profits to be distributed. 
It is not permissible for the employer 
to set aside arbitrary amounts, nor to 
omit making a distribution unless the 
application of the formula produces 
no distributable amount. 


A profit-sharing plan must also con- 
tain a definite announced formula for 
distributing the fund to participants, 
and this formula must be non-dis- 
criminatory. 


The practical effect of the last restriction, 
and the Bureau’s rulings relating to it, is 
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WILL PROFIT-SHARING SOLVE THE PENSION PROBLEM? 


that a formula distributing the funds avail- 
able pro rata to compensation is the one 
most commonly used. While some ‘weight- 
ing’ by length of service is permissible, the 
restrictions are so great as to provide little 
or no advantage in this type of formula. 
Thus the maximum benefit that may be ex- 
pected by any employee under a profit-shar- 
ing plan is that which will result from the 
payment on his account of the maximum of 
15% in each year during which he is a par- 
ticipant in the plan. 


Let us consider the amount of pension 
that could be provided under these condi- 
tions, if we assume (1) 15% profit-sharing 
credits in each year, (2) unchanged employ- 
ee earnings to retirement age, (3) death 
benefits if the employee dies before retire- 
ment, (4) a minimum return after retire- 
ment of all credits plus interest, and (6) 
2.5% compound interest. The approximate 
pension provided would be as follows: 
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Annual Pension 
As A Per Cent of Employee Earnings 
If Retirment Age Is: 
Females 65 Females 60 


Age Upon 
Coming 


Under Plan Males 65 


This table overstates what is likely to hap- 
pen, chiefly because earnings of younger em- 
ployees tend to rise, thus reducing the ratio 
of pension to earnings, especially to final 
earnings. Also few corporations are likely 
to have profits which would result in the 
maximum 15% contribution in each year 
over a long period. 


If a company’s earnings would always al- 
low the maximum 15% annual contribution 
to profit-sharing, the ‘future service’ pen- 
sion rate of about 1% per year of participa- 
tion would be sufficient as to the first $3,000 
of earnings, but the table indicates clearly 
that for older employees it is necessary to 
provide ‘past service’ benefits in order to 
produce adequate pensions. There is, furth- 
er, a need of additional benefits with respect 
to earnings in excess of $3,000 per year. 


Under the usual pension plan involving 
fixed charges, employer funds are heavily 
concentrated on employees near retirement 
age, who constitute the immediate problem. 
This is not permissible under a profit-shar- 
ing plan; hence the need of supplementing 
the benefits arising from a profit-sharing 
plan if adequate pensions are to be provided. 


Such supplemental benefits, if they are 
funded in advance of retirement, must be of 
the fixed charge type if they are to serve the 
purpose of providing adequate pensions. 


TRUSTS and ESTATES—October 1945 


Reasonable charges of this type should not 
embarrass any successful business enter- 
prise, as considerable flexibility as to fund- 
ing is possible. The Internal Revenue Code 
limits deductible employer contributions to 
25% of participating payroll if retirement 
benefits are provided through a combination 
of pension and profit-sharing plans. 


—From September Letter of Towers, Perrin, 
Forster & Crosby, Inc., Philadelphia 


Trust for “Deserving 
Gentlewomen” 


Following the recent death of the life bene- 
ficiary of the $10,000,000 trust fund left by 
Walter Graeme Ladd in 1933, the Fidelity 
Union Trust Company of Newark, N. J., will 
set up three trusts for the charitable purposes 
outlined in Mr. Ladd’s will. The first provides 
that the luxurious Ladd estate at Natirar (Rar- 
itan spelled backwards) be maintained as “ 
home in which deserving gentlewomen who are 
compelled to depend upon their own exertions 
for support shall be entertained without charge 
while convalescing from illness or otherwise in 


a 


need of rest.” 


The second trust is for the benefit of per- 
sons suffering from impaired health but are not 
eligible for the home, while the third provides 
for aid to hospitals, medical schools and uni- 
versities. It is stipulated that funds will be 
available for the second and third trusts only 
if there is sufficient money to fulfil the pur- 
poses of the first trust. The duration of the 
trusts is fifty years from Mr. Ladd’s death, at 
which time the principal will be divided among 
five institutions, three of them Negro schools. 
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REPEAL THE EXCESS PROFITS TAX 


FRED M. VINSON 
Secretary of the Treasury 


HE excess-profits tax which was im- 

posed in 1940, with rate increases in 
1941, 1942, and 1943, has been a major 
source of wartime revenue. The net yield 
from the tax has not been as large as the 
apparent yield, for if the excess-profits tax 
did not apply, the corporation normal and 
surtaxes would apply. The net yield of the 
excess-profits tax is the additional revenue 
produced by imposing on excess profits the 
851% percent excess-profits tax rate instead 
of the lower corporation normal and sur- 
tax rates. At the level of profits expected 
for 1946, the net yield for the excess-pro- 
fits tax is estimated at $2,555,000,000. 


The excess-profits tax has been a control 
measure, one of a large group of control meas- 
ures which were absolutely necessary to the 
effective conduct of the war and to the main- 
tenance of economic stability and a fair distri- 
bution of the sacrifices of war. It is the fixed 
policy of this Administration that every war 
control over American business and American 
life shall be dropped as soon as conditions make 
it possible to do so. I believe that by Decem- 
ber 31, 1945, conditions will be such that the 
excess-profits tax, as a wartime control meas- 
ure, can be eliminated and I recommend that 
it be repealed as of that date. It should not 
be repealed before that date because large 
amounts of war profits will continue to be re- 
ceived during the closing months of this year, 
as contracts are completed and termination 
payments made. Moreover, December 31 is a 
desirable date on which to end the tax because 
it is the close of the taxable year for the great 
majority of corporations and thus is a con- 
venient date, both for the taxpayer and the 
Government. 

The case against the excess-profits tax for 
1946 goes beyond the fact that it is primarily 
a wartime control. It is also an obstacle to that 
reconversion and expansion of business, which 
are so necessary for a high level of employ- 
ment and income. The testimony for business- 
men is that they are unable to take the risk of 
fuli peacetime business expansion until this 
tax has been removed. 


Defects As Peacetime Tax 


The idea of taxing excessive profits is an at- 
tractive one in peace as well as war. The dif- 
ficulty is that calling profits excessive does 
not make them excessive and calling profits 


Before the House Ways and Means Committee, 


October 1, 1945. 


normal does not make them normal. The tax 
was tolerable as a method for preventing war 
profiteering. With the war over, the tax must 
stand or fall on its merits as a peacetime 
source of revenue. Judged as a peacetime tax, 
it has many defects. 


A serious defect lies in the weakness of 
the average earnings credit, which uses pre- 
war profits as a measure of normal profits. 
A corporation may continue to earn free of 
excess-profits tax 95 per cent as much as it 
averaged during the years 1936-1939, and this 
amount is often enlarged by various relief 
provisions, A corporation with a high pre-war 
earnings experience may thus earn 20 per cent, 
30 per cent or more on its invested capital 
without paying any excess profits tax. New 
and rising corporations do not have the benefit 
of such a credit and are thus at a competitive 
disadvantage in relation to established long- 
prosperous corporations. Whatever the merits 
of the average-earnings credit in measuring 
excessive war profits, it would be grossly un- 
fair if applied to peacetime business. 

The invested capital credit also has serious 
limitations as a measure of excessive profits. 
For example, corporations are permitted to 
treat as current invested capital amounts 
which have long since ceased to contribute 
much if anything to earning capacity. This 
gives them an unfair tax advantage over more 
recently established concerns not having in- 
flated capital structures. 

It is often assumed that the problem of ex- 
cess-profits taxation is practically synonymous 
with the problem of big business. It is, of 
course, true that a much larger percentage of 
very large corporations than of small corpora- 
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tions have been subject to wartime excess- 
profits tax. Even so, in 1943 over 70 per cent 
of the corporations with incomes subject to 
excess-profits tax had net incomes of less than 
$100,000. Even with the $25,000 exemption in 
effect, it is estimated that if the excess-profits 
tax is continued into 1946 roughly one-half of 
all corporations with income subject to excess- 
profits tax will have net incomes of less than 
$100,000. Moreover, by no means all large 
corporations pay excess-profits taxes. In 1943, 
the latest year for which actual tabulations are 
available, 33.3 per cent — one-third — of the 
corporations with incomes of $1,000,000 and 
over did not have taxable excess profits. Re- 
peal of the excess profits tax will give relief 
to corporations of all sizes, except those al- 
ready exempted, and throughout all industry. 


Two Tests 


In recommending repeal of this tax I am 
not suggesting that there will not be any ex- 
cessive profits in 1946. There will be and part 
of them will be attributable to the war. The 
excess-profits tax would reach some of them; 
but some of them it would not reach because of 
its defective structure. The excess-profits tax 
would also reach certain amounts of high level 
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profits which were not due to the war. In 
addition the excess-profits tax in 1946 would 
reach large amounts of profits which would 
not be excessive by any acceptable standard. 
This is too erratic a tax engine to turn loose 
for even one full year of the post-war period. 
I am confident that for peacetime the only 
satisfactory cure for the defects in our present 
excess-profits tax is repeal. 


One of the methods of improving the excess- 
profits tax was the carryback of losses and of 
unused excess-profits credits placed in the law 
in 1942. The chief purpose of the carrybacks 
was to correct inflated wartime profit figures 
by allowing a deduction of war-induced costs 
not incurred until the end of the war. It ap- 
pears that a considerable volume of such costs 
will remain to be incurred after December 31, 
1945. Accordingly, despite repeal of the excess 
profits tax, the carrybacks should continue for 
one more year. 


Any changes that we do make at this time 
should meet two tests. They should contribute 
to a vital, invigorated peacetime economy. 
They should be fair in themselves and should, 
insofar as possible, remedy present inequities. 
The repeal of the excess-profits tax will meet 
these tests. 
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Corporate Earnings Rise 


Corporate reports for the first half year re- 
flect the continued high wartime level of ac- 
tivity that prevailed in most lines of business 
during the period, and show that cutbacks made 
in the war program since V-E Day had little 
effect on the half-year’s returns. Sales figures 
of a few manufacturing corporations for the 
first six months showed substantial decreases 
as compared with the same period last year, 
but about two out of every three companies 
reporting sales had increases, and the combined 


total of sales was practically the same as a 
year ago. 


A tabulation of the earnings reports of 320 
industrial companies issued to date shows com- 
bined net income after taxes of approximately 
$688 million for the first half year, compared 
with $615 million last year, an increase of 12 
per cent. As in the case of sales, the net earn- 
ings of almost two out of every three compan- 
ies showed increases over last year. 


NET INCOME OF LEADING CORPORATIONS FOR THE HALF YEAR 


Net Income is Shown After Depreciation, Interest, Taxes, and Other Charges and Reserves 
but Before Dividends 


(In Thousand of Dollars) 


No. 
of Cos. Industrial Groups 
Food Products — 
Textiles and apparel __ 


Pulp and paper products 


Chemicals, drugs, ete. —______ 
Peizoienm procucts $$ ____..__.... 


Stone, clay and glass 
Iron and steel 
Electrical equipment 
Machinery 

Autos and equipment 


Other metal products —..-.---_-_____ 
Reems fe. 


Total manufacturing ___. 


Mining and guarryne —_ —_$$$_$_____ 


Trade (whol. and retail) 
Service 


*Before depletion charges in some cases. 


Net Income 
Half Year 
1944 
$ 40,670 
6,836 
8,650 
75,075 
129,061 
16,123 
75,714 
25,585 
21,832 
100,928 
35,691 
33,771 


1945 
$ 48,152 
8,360 
8,667 
80,306 
157,881 
16,243 
84,600 
28,823 
19,879 
108,272 
39,035 
40,720 


640.938 
28,522* 
13,256 

4,875 


569,946 
28,492* 
11,251 

5,129 


$614,818 $687,591 


Source: National City Bank Economic Letter, August 1945. 
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Trust Company Holds Conference 


The Union Trust Company of Maryland, 
Baltimore, last month sponsored successful Con- 
ferences on Industrial and Bank Economics. 
At the Industrial meeting on September 13 
a representative group of Baltimore business 
men heard Dr. Marcus Nadler, Professor of 
Finance, New York University, and Consulting 
Economist of the Central Hanover Bank and 
Trust Company, New York, discuss “The Out- 
look for Business.” A question and answer 
period followed Dr. Nadler’s address. 


The Bank Conference on September 14 was 
attended by over 200 bankers from Virginia, 
West Virginia, District of Columbia, Delaware, 
Pennsylvania and Maryland. During the morn- 
ing session, Andrew J. Hundertmark, assist- 
ant vice president of Union Trust Company, 
talked on “Consumer Credit and Time Sales.” 
A question and answer period followed. The 
afternoon session featured a paper on “Pen- 
sion Trusts,” by Frederick P. Storm, vice pres- 
ident of the Union Trust Company. Dr. Nadler 
spoke again on “Banking During the Transition 
Period.” 

Mr. Storm cited the advantages of a retire- 
ment plan, pointing out first that it is good 
business to recognize and provide for the 
pension problem in advance by setting up a 
depreciation reserve on employees just as 
such a reserve is established on buildings and 
equipment. Again, in the absence of a retire- 
ment program, the employer has a strong 
tendency not to recognize when an employee 
reaches the stage where he no longer is earn- 
ing his salary. Moreover, in such a case, the 
employer may feel it cannot afford to retire 
him because of the expense of then providing 
full retirement benefits and training a re- 
placement. A pension plan also removes the 
reluctance to discharge a faithful, superan- 
nuated employee. It has also been demon- 
strated that a sound retirement program 
further stabilizes employment and encourages 
the younger employees through the knowledge 
that older personnel will retire at a definite 
time, thus opening opportunities for them. 
Added to all these advantages are the income 
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tax benefits granted by the Federal law to 
qualified pension plans. 

The various methods of financing a plan 
were briefly described by Mr. Storm. He men- 
tioned the trusteed plan whereby the trustee 
invests the contributions in securities — this 
type is suitable mainly for plans covering a 
large number of employees. The group an- 
nuity contract is likewise appropriate only 
with a substantial number of participants. The 
third plan, most preferable for medium sized 
and smaller concerns, is the individual annuity 
contract type under which the trustee invests 
the contributions in individual retirement con- 
tracts on the participants. 

Thomas B. McAdams, President of the Union 
Trust Company, presided over the meetings, 
which were the first of a series to be sponsored 
by the Trust Company. The second is expected 
to be held during the early part of December 
as part of a program celebrating the 150th 
year of continuous banking at St. Paul and 
Baltimore Streets. 


Trust Research Activities 


The main activities of the Trust Research 
department of The Graduate School of Bank- 
ing during the period September 1, 1944, to 
August 31, 1945, included: 


Publishing in book form the “Second 
Series of Studies in Trust Business,” con- 
sisting of eighteen studies formerly released 
in pamphlet form. 

Preparing and releasing bi-monthly the 
first six of the “Third Series of Studies in 
Trust Business” — under titles of “Trusts 
in the Everyday Affairs of People;” “Set- 
tling Small Estates;” “Should My Bank 
Have a Trust Department?”; “Compensa- 
tion for Extraordinary Trust Services;” 
“How Directors, Officers, and Employees 
Are Being Stimulated to Develop Trust Bus- 
iness,” and “Transfer of Securities Held in 
Trust Accounts.” 

Delivering lectures to seven law schools 
and addressing 11 miscellaneous groups. 

Visiting 167 trust institutions in 17 states 
for the purpose of holding individual and 
group interviews. 

Conducting a series of 12 conferences, one 
in each Federal Reserve District, with state 
and federal bank supervisory authorities. 
Through his lectures, conferences, and inter- 

views, Gilbert T. Stephenson, director of the 
Trust Research Department, has discussed trust 
subjects with more than 2,500 people in the 
past year. 

—From report of Raymond N. Ball, chairman of the 


Board of Regents, Graduate School of Banking, to 
Administrative Committee of American Bankers Assn. 





NEWS FROM NEW BUSINESS FRONT 


Trust New Business Column 


Trust Division Broadcasts: What is be- 
lieved to be the first educational broadcast 
on wills ever arranged by a state associa- 
tion (check us if wrong) was held on Sep- 
tember 19 over WLS in Chicago. The Trust 
Division of the Illinois Bankers Association, 
under the leadership of Division President 
John L. Sunde and Association Director of 
Public Relations Dewey M. Beck, put on a 
program on “Why a Farmer Should Make a 
Will.” An article on the same subject had 
appeared a few days previously in the 
Prairie Farmer Magazine. Members of the 
Trust Division capitalized on the project by 
sending more than 6,000 notices to farmers 
in their communities and using newspaper 
advertisements calling attention to both the 
article and the broadcast. 

The “quiz kid” was M. B. Stine, trust of- 
ficer of the First National Bank of Danville, 
who was asked the questions by John 
Strohm, managing editor of the Prairie 
Farmer. The dangers of intestacy and the 
advantages of a well conceived will and trust 
were dramatically described through case 
histories. Reasons for naming a corporate 
fiduciary were tactfully presented. The as- 
sociation is well pleased with the results. 


Estate Planning on the Air: Following a 
series of radio talks on estate planning by 
President Albert B. Merrill, the First Trust 
& Deposit Company of Syracuse published 
an attractive booklet highlighting its ser- 
vices. The “human” touch is dominant, both 
in the text and the photographs showing the 
personnel of the trust department and com- 
mittees. 


For You and Your Family: In connection 
with its recent 100th anniversary, The Na- 
tional City Bank of Cleveland distributed a 
booklet on “What It (our trust department) 
Can Do for You and Your Family,” which is 
one of the most excellent pieces of its kind. 
The accompanying illustration, showing 
basic reasons for placing securities under 
trustee management, is one of several 
charts lending color to the presentation. 
There is a forceful check list of necessary 
work that can be delegated to the bank un- 
der an agency account. 


“You and Your Money Matters”: This is 
the title of the first of a series of booklets 


issued by Rhode Island Hospital Trust Com- 
pany of Providence. An introductory note 
states that the aim is “to present ideas in- 
formally — just as if you were sitting at a 
Trust Officer’s desk —” on the care of se- 
curities and realty, taxes, inheritance, trus- 
teeship, life insurance and savings. The sec- 
ond leaflet, “Your Estate and its Problems,” 
describes the training of daughters for the 
responsibility of handling money, and the 
effects of taxes on life insurance. The third, 
“And she wanted Freedom!’’, explodes the 
fallacy of the wifely desire to be free to 
make her own decisions after the husband’s 
death. The fourth, “Don’t Chain Your Bene- 
ficiaries,” illustrates the consequences where 
two sons are of different temperaments. 


Questions We Are Often Asked: The Mon- 
treal Trust Company, with branches 
throughout Canada, is using two new 
pamphlets in its promotional literature. The 
first, designed for prospects, presents an- 
swers to frequently arising questions on 
wills and trusts, and the trust company’s 
functions under the various fiduciary ser- 
vices which it offers. The second is a collec- 
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Illustration in newspaper copy being used by 
First National Bank of Atlanta to stress 
importance of will review. 


tion of tables showing the Dominion and 
Provincial succession duty rates. 


“Rehiring Your Company’s Veterans”: 
This syndicated analysis of veteran reem- 
ployment problems offers a good vehicle for 
advertising pension plans. It is being so 
used by a number of banks. 


“Did Moving Void Your Will?”: To new- 
comers to Atlanta the Trust Company of 
Georgia is sending this leaflet with a special 
letter. In addition to change of domicile 
after execution of a will, it cites marriage 
and the birth of children as events requiring 
the review and revision of wills. 


“For Charitable Funds’: Thus headed 
newspaper copy is being used by Boston 
Safe Deposit and Trust Company to point 
out that many charitable organizations have 
selected its banking department as deposi- 
tory for their funds; “they may have been 
influenced to some extent by the fact that 
this Company is Trustee for several perm- 
anent endowments.” Here is a good example 
of tying the trust and banking departments 
together. 


Post-War Estate Planning: The Toronto 
General Trusts Corporation’s recent news- 
paper advertising stresses the importance of 
will revision to insure financial provision 
for sons who, because of war service, are 
getting a late start in business life. 


Ben N. Jenkins, assistant vice president of 
the First National Bank & Trust Co. at Okla- 
homa City, was elected president of the Na- 
tional Association of Bank Auditors and Comp- 
trollers to succeed John C. Shea, assistant vice 
president, Whitney Natl. Bank, New Orleans. 
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Newspaper Readership Analyzed 


How men and women read newspapers, not 
for just a day but throughout an entire week, 
is shown for the first time in a report published 
by the Advertising Research Foundation, of a 
complete readership analysis of six consecutive 
weekday issues of the Troy, N. Y., Times Rec- 
ord. From 76 to 96 per cent of the women 
and 55 to 77 per cent of the men read at least 
one advertisement a day. 


Men find more than half the interesting 
news each day on Page One; and both sexes 
read left and right-hand pages with equal 
interest. 


A United States Steel Company ad rated 
highest for the week among men, being noted 
by 26 per cent of those interviewed. The 600- 
line ad was illustrated with a photograph of 
an iron ore laden steamer plowing through 
heavy ice enroute from Mesabi range to the 
steel mills. 


The study also disclosed that while men 
showed greater interest in automotive adver- 
tising, they showed only slightly more interest 
than women in alcoholic beverage, medical, and 
industrial and institutional advertisements. The 
study was conducted by the Advertising Re- 
search Foundation, sponsored by the Associa- 
tion of National Advertisers and the American 
Association of Advertising Agencies. 


Financial Advertising Outlook 


Banks and investment firms face unusual op- 
portunities in the consumer field and through 
properly coordinated advertising and merchan- 
dising policies are in position to achieve a new 
high in public service and sales, according to 
William T. Cobb, vice president and copy 
director of Albert Frank-Guenther Law Adver- 
tising Agency, who addressed the New York 
Financial Advertisers Association last month. 


Mr. Cobb cited the success attending recent 
or current advertising and merchanising cam- 
paigns of certain- banks in the personal loan, 
pension trust and other fields, and equally suc- 
cessful campaigns of certain brokerage and 
investment firms in attracting new accounts 
through the adoption of modern merchandising 
techniques. “Abstract claims convince no- 
body,” said Mr. Cobb. “And you can’t be funny 
about money. Much financial advertising of 
past years has lacked consumer identification. 
We have had to reexamine techniques and be- 
come specific, and to apply intensive, personal 
follow-ups. Advertisers who have done this 
are in position to compete successfully for the 
new capital that awaits employment today. 
The time to advertise your services is now.” 
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TOCK bonus and profit sharing plans 

may now provide for immediate lump- 
sum payments of benefits other than those 
upon death, retirement, sickness or disabil- 
ity, under a ruling announced by the Pen- 
sion Trust Division of the Bureau of In- 
ternal Revenue just as we were going to 
press. Designated PS 53, it follows in full: 


Reference is made to Executive Order No. 
9599 issued by the President on August 18, 
1945, “Providing for Assistance to Expanded 
Production and Continued Stabilization of the 
National Economy during the Transition from 
War to Peace, and for the orderly Modification 
of Wartime Controls over Prices, Wages, Ma- 
terials and Facilities,” and advice is requested 
with respect to the effect thereof upon stock 
bonus and profit-sharing plans now in exist- 
ence or hereafter established pursuant to the 
provisions of section 165(a) of the Internal 
Rvenue Code, as amended, and providing for 
benefits other than on death, retirement, sick- 
ness or disability of the employee. 


While it has not been a requirement, in order 
to qualify under section 165(a) of the Code, 
as amended, and the related regulations, that 
employees’ stock bonus and _ profit-sharing 
plans provide, with respect to benefits there- 
under other than upon the death, retirement, 
sickness or disability of the employee, that 
such benefits be payable only on an install- 
ment basis over a period of years, such a pro- 
vision has heretofore been required in order to 
obtain approval of stock bonus and profit-shar- 
ing plans for Salary Stabilization purposes 
under the Act of October 2, 1942, as amended, 
entitled “An Act to amend the Emergency 
Price Control Act of 1942, to aid in preventing 
inflation, and for other purposes” and the re- 
lated regulations, orders, and rulings. 

Executive Order No. 9599 granted authority 
for employers to make wage or salary in- 
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CURRENT PROFIT SHARING DISTRIBUTION NOW PERMITTED 


creases without the necessity of obtaining ap- 
proval therefor, upon the condition that such 
increases will not be used in whole or in part 
as the basis for seeking an increase in price 
ceilings, or for resisting otherwise justifiable 
reductions in price ceilings, or, in the case of 
products or services being furnished under 
contract with a federal procurement agency, 
will not increase the costs to the United States. 
Pursuant thereto the Salary Stabilization rules 
of the Bureau have been modified to permit 
an employer who desires to increase the salary 
of any employee to do so immediately, subject 
to the conditions set forth above. Accordingly, 
stock bonus and profit-sharing plans establish- 
ed by employers for their employees, or the 
beneficiaries of such employees, and intended 
to meet the requirements of section 165(a) of 
the Code, as amended, may now provide for 
immediate lump-sum payments of the benefits 
other than those upon the death, retirement, 
sickness or disability of the employee without 
the necessity of approval for Salary Stabiliza- 
tion purposes if the payments of such benefits 
are made upon the conditions prescribed in 
Executive Order No. 9599. It should be ob- 
served, however, that provisions for lump-sum 
payments which effect a liquidation of the 
trust and cause a termination of the plan may 
result in the retroactive disqualification of the 
plan and a finding that the trust was not at any 
time entitled to exemption under section 165(a) 
of the Code, as amended. In that respect, see 
PS No. 52, dated August 9, 1945, with particu- 
lar reference to the application of section 
29.165-1(a) of Regulations 111. 


Since the payment of benefits of any type 
under a stock bonus, profit-sharing, or other 
employees’ plan is governed by the express 
provisions with respect thereto in the plan, or 
trust agreement forming a part thereof, it 
should be noted with respect to the stock bonus 
and profit-sharing plans now in effect that 
appropriate amendments may be necessary be- 
fore benefits other than those on the death, 
retirement, sickness or disability of the em- 
ployee may be paid in a lump-sum, or in any 
other accelerated manner, upon the happening 
of the contingency involved. Plans previously 
approved as meeting the requirements of sec- 
tion 165(a) of the Code which are thereafter 
amended only to accelerate (subject to the 
conditions prescribed in Executive Order No. 
9599) the payment of such benefits need not 
be resubmitted for rulings on the qualification 
of the plans, as so amended, under section 
165(a). 


Correspondence regarding this release should 
refer to the number and the symbols IT:PS. 


NORMAN D. CANN, 


Deputy Commissioner. 





Fiduciaries and Venture Capital 


The following paragraphs are taken from 
a recent report of the New England Council’s 
Special Committee on Ownership and Finance, 
whose chairman is Edward E. Chase, pres- 
ident of Maine Securities Co., Portland: 

In an economy which requires a large num- 
ber of risk-takers and a substantial amount of 
venture capital, the proper function and field 
of trust funds deserves careful consideration 
from the point of view of public policy. A 
large amount of capital is in the hands of 
fiduciaries, both corporate and individual, and 
aggressive salesmanship is being directed to 
increasing such trust funds. The emphasis is 
on security, not on venture and risk. If the 
funds drawn into fiduciary hands come only 
from persons to whom security is essential, 
nothing can be said against it. But we think 
that continuous advertising recommending se- 
curity above all must have a deadening effect 
upon others who ought to venture. Under free 
enterprise, a large part of available capital 
must be devoted to venture. A fiduciary ought 
not to undermine the foundation of the only 
edifice in which he can live. 

Fiduciaries operate under legal restrictions. 
In those states where the prudent investment 
law is in force, there is discretion as to type 
of security. But trust funds are not venture 
capital. And the law does not recognize any 
obligation of a fiduciary to employ funds 
creatively. In some states trust funds may be 
regarded as potential owners for established 
enterprises, and such ownership is now sub- 
stantial. We think that other states should 
adopt the prudent investment law for fiduciar- 
ies. Beyond this, it should always be remem- 
bered that there is a limit to the amount of 
capital which can be withdrawn from risk, if 
private ownership and free enterprise are to 
survive. 


It is recommended: 


. That the Council promote public discussions 
regarding the proper function of fiduciaries 
in a system of free enterprise. 


2. That the Council Directors recommend the 
adoption, by all the New England states in 
which it is not now in force, of the prudent 
investment law governing fiduciary invest- 
ments. 


426,045 G. M. Stockholders 


The total number of General Motors com- 
mon and preferred stockholders for the third 
quarter of 1945 was 426,045, the highest in 
their history. It compares with 423,796 a year 
ago, and 349,524 in 1934. 


Inflation or Deflation? 


Confusion as to whether the country should 
fear inflation or deflation most is evident in 
many quarters. In our opinion the evidence 
is convincing that the reconversion depression 
will be relatively short, and that accumulated 
resources and arrangements for relief and 
support already made can carry the country 
through it without widespread distress or 
crisis. If this is correct, then the sound public 
policy is to avoid more intervention than is 
already planned, to trust in the recuperative 
power of the industrial organization, and give 
it time to turn around and get on its feet. 
Moves in the contrary direction, involving 
either large government expenditures or meas- 
ures that would increase industrial costs, would 
add to the inflation danger. They would be 
self-defeating, so far as encouraging a sound 
recovery is concerned, by reason of the inter- 
ference with normal adjustments. 

The responsibility for working out sound 
trading relations and a sound price structure 
belongs to everyone. It cannot be done suc- 
cessfully by arbitrary authority. The Govern- 
ment has the greatest responsibility, since it 
is maintaining controls over prices and over 
wages wherever prices would be affected by 
increases. It must strike a proper balance be- 
tween the twin objectives of holding a stable 
price level and facilitating and encouraging 
production. Business has the responsibility of 
setting prices at levels which will achieve max- 
imum output and distribution of goods, and 
seeking profits in volume rather than in ex- 
orbitant margins. Workers for their part have 
to realize that they face new conditions, There 
was never any danger that the cost of war 
products would price them out of the market, 
for the armed forces had to pay what was re- 
quired. But civilian buyers are not usually in 
that position. The wages that industries can 
pay for peacetime work are limited by what 
consumers can pay for the product, and in the 
long run this will be the governing factor. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


San Francisco—At the AMERICAN TRUST 
CO., Francis E. Whitmer became assistant vice 
president and assistant trust officer. 


San Francisco—Robert T. Scott is now in the 
estate planning division of the WELLS FARGO 
BANK & UNION TRUST CO., replacing 
Chester W. Root. 


CONNECTICUT 


New Britain & Stamford—Donald W. Proud- 
man has resigned his position as trust officer 
at the NEW BRITAIN TRUST CO. to accept 
a position as trust officer and head of the 
trust department at the FIRST STAMFORD 
NATIONAL BANK & TRUST CO. He replaces 
Charles F. Eddy, vice president and trust offi- 
cer, who resigned due to ill health. 


GEORGIA 


Atlanta—William Murphey, formerly vice 
chairman of the CITIZENS & SOUTHERN 
NATIONAL BANK, succeeds the late Mills B. 
Lane as chairman. Mr. Murphey has been with 
the Citizens & Southern National since 1910. 


ILLINOIS 


Belvidere — THE FARMERS NATIONAL 
BANK, recently issued a trust certificate, ap- 
pointed Walter F. Holtfreter as trust officer in 
addition to vice president, He will spend part 
time on trust work. 


Chicago—Harold A. Moore, vice president 
with CHICAGO TITLE & TRUST CO. for 21 
years, was elected to the additional post of 
treasurer to suc- 
ceed Donald Riley, 
who retired but 
who continues as 
a director and 
member of the 
finance commit- 
tee, Kenneth L. 
VanSickle, on mil- 
itary leave since 
1942, was ap- 
pointed manager 
of the real estate 
and mortgage de- 
partment of the 
trust _ division, 
while assistant 
vice president L. 
D. McKendry, who 
formerly held that position, was transferred to 
the administrative division to handle real es- 
tate and mortgages owned by the Company in- 
dividually. Albert Young Bingham, vice presi- 
dent, was named financial vice president. 


HAROLD A. MOORE 


Effingham—The FIRST NATIONAL BANK, 
recently qualified under state laws to conduct 
trust business, appointed George I. Danks, 
president, as trust officer and Clarence Stock- 
man as cashier and assistant trust officer, both 
part time. 


IOWA 


Des Moines—Winfield W. Scott was promot- 
ed to the newly created position of senior vice 
president at the VALLEY SAVINGS BANK 
and J. R. Astley, cashier and trust officer, was 
named vice president and trust officer. 


MISSOURI 


St. Louis — Ken- 
neth E. Penzler 
was elected vice 
president of 
MISSISSIPPI 
VALLEY TRUST 
CO. He has been 
with the bank 
since 1932 and in 
his new capacity 
will continue to 
supervise the in- 
vestment division. 


NEBRASKA 


Falls City — 

KENNETH E. PENZLER George R. Froe- 

lich, executive vice president of the FIRST NA- 

TIONAL BANK (recently granted trust pow- 

ers) became trust officer in charge of the trust 
department, where he will spend part time. 


Lincoln—Albert A. Held advanced from vice 
president to executive vice president to suc- 
ceed Byron Dunn, recently elected president, 
NATIONAL BANK OF COMMERCE. Mr. 
Dunn also held the title of trust officer. 


8 NEW JERSEY 


oe 


Elizabeth and 
Rutherford—Har- 
ry C. Foehl was 
elected assistant 
trust offncer at 
the UNION 
COUNTY TRUST 
COMPANY, hav- 
ing formerly held 
that position at 
the RUTHER- 
FORD NATION- 
AL BANK with 
which he had 
been connected 


HARRY C. FOEHL for 27 years. 





NEW YORK 


New York—R. McAllister Lloyd has resign- 
ed as vice president in the trust department 
at the BANK OF NEW YORK, which position 
he held since 1937, to become president of the 
Teachers Insurance and Annuity Association. 


New York — At CENTRAL HANOVER 
BANK & TRUST CO., Winslow T. Richmond 
has been appointed assistant vice president. 
Starting in the personal trust department in 
1929, he has been assistant secretary since 
1934. 


New York—At CHASE NATIONAL BANK 
the following promotions were made in the 
trust department: Ernest R. Keiter, James E. 
Scully and George F. Sloan made vice pres- 
idents; Joseph E. Williams, second Vice presi- 
dent; Frederick C. Miller, assistant cashier; 
Henry J. Frank, assistant cashier. 


Also at the Chase, Charles S. Dewey, widely 
known authority on monetary and fiscal prob- 
lems, was appointed a vice president. He has 
recently been 
assisting chair- 
man of the board 
Winthrop W. Ald- 
rich in his capac- 
ity as president 
of the Interna- 
tional Chamber of 
Commerce. Mr. 
Dewey also was 
formerly presi- 
dent of the North- 
ern Trust Com- 
pany in Chicago; 
served as assist- 
ant secretary of 
the Treasury dur- 
ing President 


. ‘ ° ° CHARLES S. DEWEY 
Coolidge’s admin- 
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istration; was a member of the Banking and 
Curency Committee and the Ways and Means 
Committee in the House of Representatives. 


New York—Dr. Howard R. Bowen, deputy 
director of the Smaller War Plants Corpora- 
tion, was elected economist of the IRVING 
TRUST CO. to succeed Murray Shields, who 
became vice president of the Bank of Manhat- 
tan Co. Dr. Bowen was formerly chief econ- 
omist of the Congressional Joint Committee on 
Internal Revenue Taxation and chief of the 
Business Structure Unit, Bureau of Foreign 
and Domestic Commerce. 


OHIO 


Cleveland—Paul A. Dunn resigned as as- 
sistant trust officer of the CENTRAL NA- 
TIONAL BANK, with which he has been con- 
nected 20 years. He wil enter the real estate 
business. 

Warren—tTrust officer W. Howard Fram of 
UNION SAVINGS & TRUST CO. was also 
elected vice president. 


OREGON 


Portland—UNITED STATES NATIONAL 
BANK has made the following promotions: C. 
I. Meyers named trust officer, continuing as 
real estate specialist; Harry Prideaux ad- 
vanced from administrative assistant to the 
trust officers to assistant trust officer, special- 
izing in corporate trust and estate management 
work. 


PENNSYLVANIA 


Meadville—FIRST NATIONAL BANK an- 
nounced the appointment of Edwin H. Keep as 
customer counsel and budget director. His 
services will be available to local industries 
and businesses, both customer and noncus- 
tomer, to consult with them in planning their 
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post-war activities and related problems. Mr. 
Keep will study the bank’s costs on a depart- 
mental basis. 


Philadelphia—Herbert F. Gretz was appoint- 
ed assistant trust 
investment officer 
at the FIDEL- 
ITY-PHILADEL-~ 
PHIA TRUST 
Co. 


Pittsburgh 
—Henry Cooper 
has resigned his 
position as trust 
officer at PEO- 
PLES PITTS- 
BURGH TRUST 
CO. to become as- 
sistant to the vice 
president, L. C. 
Barry, in new 
business work, at 
the UNION 
TRUST CO. 


Pittsburgh—The following changes were 
made at the FIDELITY TRUST CO.: Eugene 
Murray, president for eleven years, became 
chairman of the board and is succeeded by 
Alexander P. Reed, formerly vice president in 
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charge of the 
trust department; 
William G. Boggs, 
former treasurer, 
becomes. vice 
president and 
treasurer; Philip 
K. Herr and John 
A Byerly, trust 
officers, now vice 
presidents. Mr. 
Reed received his 
LL.B. degree from 
University 
of Pittsburgh in 
1910; pacticed 
law in Washing- 
ton , Pa., until 
1915; became vice 
president and 
trust officer of 
the Fidelity 
Trust in 1915; 
was a member of 
the Pittsburgh 
Board of Puuplic 
Education from 
1927 to 1942 and 
president thereof 
in 1943. He is 
trustee of: Henry 
C. Frick Educa- 
tional Com- 
mission, Wash- 
ington & Jeffer- 
son College and 
Western Theolog- : 
ical Seminary. ALEXANDER P. REED 
TENNESSEE 


Knoxville—Howard P. Preston was elected 
president of the HAMILTON NATIONAL 
BANK to succeed his brother, Charles M. Pres- 
ton, who now becomes chairman of the board. 
The new president recently resigned as first 
vice president of the Federal Reserve Bank of 
Chicago, a position he held for twelve years. 
Charles M. Preston continues as a vice pres- 
ident at the Hamilton National Bank at Chat- 
tanooga. 


TEXAS 


Dallas—Karl Hoblitzelle, vice chairman of 
the REPUBLIC NATIONAL BANK, has been 
named chairman of the board to succeed the 
late Wirt Davis. Mr. Hoblitzelle’s vice chair- 
manship will be assumed by Leslie Waggener, 
formerly chairman of the executive committee. 


Galveston—CITY NATIONAL BANK elect- 
ed George D. Pedigo as vice president and 
trust officer. Mr. Pedigo was formerly active 
vice president and head of the Calvert State 
Bank. ; 





WASHINGTON 


Seattle — SEATTLE-FIRST NATIONAL 
BANK elected Malcolmn S. Prosser as vice 
president to supervise the investment port- 
folio. Mr. Prosser was a vice president of the 
Bank of America in San Francisco. 


WEST VIRGINIA 


Wheeling—Hugo E. Laupp, former executive 
vice president at the WHEELING DOLLAR 
SAVINGS & TRUST CO., succeeds S. W. 
Harper as president. Mr. Harper was elected 
chairman of the board. 


CANADA 


Vancouver—C. O. Vale has been made man- 
ager of the local office of ROYAL TRUST CO. 
of Montreal. 


Winnipeg—R. K. Berry has been named 
manager of this branch of ROYAL TRUST CO. 
of Montreal. 


Honorable 
Service 


To Our 
Country” 


Bridgeport, Conn.—Lieut.-Commander H.P.J. 
Duberg has resumed his post as assistant secre- 
tary and trust officer of the BRIDGEPORT- 
CITY TRUST CO. after three years with the 
Navy, where he served on the U.S.S. Marcus 
Island, baby flat top, in the Pacific, and took 
part in the invasions of the Palau Islands, 
Leyte, Mindora, Luzon and Okinawa. He also 
took part in the battle of Leyte Gulf in the 
Philippines. He is the recipient of the Amer- 
ican Defense Ribbon, the Asiatic-Pacific Rib- 
bon with four battle stars, and the Philippine 
Liberation Ribbon with two stars. 


Chicago, Il1l—Commander Robert A. Brown 
is returning to THE NORTHERN TRUST CO. 
as assistant secretary in the trust department 
after five years’ service in the Navy. He en- 
tered active service in 1940, as public relations 
officer, 9th Naval District, Great Lakes Train- 
ing Station, later serving as commanding offi- 
cer of the Navy Base at Plymouth, England. 


Brooklyn, N. Y.—Lieutenant Thomas F., 
Dalton returned to the LAFAYETTE NA- 
TIONAL BANK as assistant trust officer after 
an absence of over three years in the Naval 
Reserve. 
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Buffalo, N. Y.—Sgt.-Major Charles E. Stew- 
art has returned to the MARINE TRUST CO. 
as trust investment officer. Prior to his enter- 
ing the service in 1941, he served as analyst 
and statistician in the trust department. 


New York, N. Y.—Capt. Richard M. Wilcox, 
Marine Corp., has returned to GUARANTY 
TRUST CO. On leave since November, 1942, 
he now resumes his post as assistant secretary, 
having been with the Guaranty since 1925, en- 
gaged principally in trust investment work. 
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TRUST INSTITUTION BRIEFS 


Douglas, Ariz.—H. W. Williams, cashier and 
trust officer, BANK OF DOUGLAS, was elect- 
ed state vice president, trust division, American 
Bankers Assn. 


Phoenix, Ariz—Walter R. Bimson, president 
of the VALLEY NATIONAL BANK, largest 
financial institution in the eight Rocky Moun- 
tain states, has purchased the controlling stock 
of the First National Bank of Nogales (Ariz.) 
The new bank will be the 21st office in the 
Valley Bank’s state-wide system. 
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Lewiston, Idaho—O. M. Mackey, president 
of the AMERICAN BANK & TRUST CO., has 
been chosen state vice president of the Trust 
Division of the American Bankers Association. 

Chicago, Ill.—Daniel J. Healy, vice president 
of METROPOLITAN TRUST CO., is now pres- 
ident of the Chicago Financial Advertisers 
Association. 

Chicago, Ill—In a series of weekly radio 
concerts, starting the middle of October and 
continuing into the summer of 1946, CHICAGO 
TITLE & TRUST CO. will sponsor The Chica- 
go Symphony Orchestra in a full hour pro- 
gram every Wednesday evening. 


Lawrenceville, I1]l—LAWRENCEVILLE NA- 
TIONAL BANK & TRUST CO has been grant- 
ed trust powers under the Federal Reserve 
Act. 

Indianapolis, Ind.—William Griffith, presi- 
dent of the INDIANA TRUST CO., was ap- 
pointed chairman of the trust committee of the 
Indiana Bankers Association. 


Baltimore, Md.—At White House ceremonies 
recently, President Truman awarded the Army 
Distinguished Service Medal to Howard Bruce, 
chairman of the BALTIMORE NATIONAL 
BANK, for exceptionally meritorious service 
as Director of Materiel, Army Service Forces. 
Mr. Bruce thereby became one of the four 
civilians so honored in the war. 


George C. Cutler, who retired as chairman 
of the board of the Safe Deposit & Trust Co. 
of Baltimore, recently has become chairman of 
the finance committee and treasurer of In- 
corporated Investors of Boston. 


Minneapolis & St. Paul, Minn.—A new Twin 
Cities Financial Advertisers Assn. has been 
formed, with Ben Woodworth of the FIRST 
NATIONAL BANK (Minneapolis) as president 
and Vern Soash (Minnesota Federal Savings & 
Loan Association, St. Paul) as secretary-treas- 
urer. 

Perth Amboy, N. J.—Stockholders of the 
FIRST BANK & TRUST CO. last month ap- 
proved a profit-sharing retirement plan effec- 





FIDUCIARY 


TRUST COMPANY 
of New York 


on 
a? 
do § 
“non “ad 


Agznt for Management of Investments 


Executor, Trustee 


Personal Banking 


TRUSTS and ESTATES—October 1945 


tive as of December 31 which will benefit 45 of 
their present employees. The cost of the retire- 
ment allowances will be borne exclusively by 
the bank, and it is estimated that the amount 
set aside ‘for the current year will be about 
$17,000. The plan will be administered by a 
committee of two officers of the bank and one 
of the participating employees. 


New York, N. Y.—Gwilym A. Price, execu- 
tive vice president and director of the Westing- 
house Electric Corporation, was elected a mem- 
ber of the board of trustees of CENTRAL 
HANOVER BANK & TRUST CO. Prior to 
joining Westinghouse in 1943, Mr. Price was 
president and vice president in charge of 
trusts at the Peoples-Pittsburgh Trust Co. 


New York, N. Y.—Harry E. Ward, chairman 
of the board of the IRVING TRUST CO., was 
elected president of the New York Clearing 
House Association at the ninety-second annual 
meeting. 


New York, N. Y.—MANUFACTURERS 
TRUST CO. has purchased property at 49-51 
Broad Street adjoining its main banking prem- 
ises, and will start immediately to enlarge 
its headquarters by the erection of a ten-story 
building. 


Winston-Salem, N. C.—A four million dollar 
increase in capital funds was approved by 
stockholders of WACHOVIA BANK & TRUST 
CO., increasing the bank’s capital to $5,000,- 
000, with $2,000,000 added to surplus. 


Portland, Ore.—Shareholders of the UNITED 
STATES NATIONAL BANK approved _in- 
crease of the bank’s capital stock from $6,000,- 
000 to $8,000,000 and an increase in surplus 
from $8,000,000 to $10,000,000. 


Providence, R. I. — Stockholders of the 
PROVIDENCE NATIONAL BANK and the 
BLACKSTONE CANAL NATIONAL BANK 
ratified the plan for consolidation of the two 
banking institutions to be known under the 
name of PROVIDENCE NATIONAL BANK, 
as reported in our September issue. 


Charlottesville, Va.—Charles T. O’Neill, vice 
president and trust officer of NATIONAL 
BANK & TRUST CO., was appointed to mem- 
bership on the Virginia Post-War Em- 
ployment Committee, representing all financial 
services in the state. 


Culpeper, Va. — CULPEPER NATIONAL 
BANK was recently granted trust powers un- 
der the Federal Reserve Act. 


aeaoeenaene 0 


Mrs. Elizabeth W. Owens, librarian of the 
Mercantile-Commerce Bank and Trust Co., St. 
Louis, has been elected chairman of the Finan- 
cial Group of the Special Libraries Association, 
succeeding Miss Anna P. Mendel, librarian of 
the Bank of the Manhattan Company, New 
York. 
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Estate Tax 


Deduction for administration expense 
limited to allowance by State Court. Dece- 
dent’s gross estate including property held 
by the entirety amounted to $150,000. How- 
ever, the net estate was only $42,000. Ex- 
ecutors’ commissions and attorneys’ fees 
each in the amount of $4,500 were claimed 
as deductions. The property subject to ten- 
ancy by the entirety was not a part of de- 
cedent’s estate under Pennsylvania law and 
was not administered or accounted for be- 
fore the State Orphan’s Court. The latter 
allowed only $700 for executors and $500 
for the attorney. Considerable work was 
done in settling the estate and preparing 
the Federal Estate tax return. HELD: De- 
ductions are limited to the amounts allowed 
by the State Court. Hartley v. Comm., 5 T.C. 
No. 76, Aug. 28. 


Reciprocal trust corpus taxable. Hus- 
band and wife, associates in business and 
finance, set up trusts each naming the other 
as life beneficiary. The deeds of trust were 
drawn up and executed on the same day but 
not simultaneously. They were substantially 
identical and the corpora consisted of joint- 
ly owned real estate. Decedents kept joint 
accounts and made daughter sole beneficiary 
under their wills. Facts show that they were 
instructed not to discuss the trusts with 
each other. On foregoing and other facts, 
trusts were reciprocal, set up under a com- 
mon plan, and each grantor was the real set- 
tlor of the trust created by the other. 
HELD: Corpus of each trust is includible in 
respective decedent’s estate as a transfer 
intended to take effect at death under Sec. 
811(c) of I.R.C., since each had a life es- 
tate under the other’s trust. Est. of Eck- 
hardt v. Comm., 5 T.C. No. 80, Aug. 31. 


Transfer to joint account not taxable. 
About one month prior to her death, dece- 
dent transferred to a joint account, with 


right of survivorship, certain securities 
which she had in an agency account. The in- 
tent was to hold the property jointly. The 
agency account property originally belonged 
to decedent’s husband and she never had any 
other money. Commissioner contended that 
the property was taxable under Sec. 811(c) 
relating to transfers in contemplation of 
death or under Sec. 811(d) as a revocable 
transfer. HELD: Transfer is not includ- 
ible in decedent’s gross estate. Here, dece- 
dent’s death was sudden and unexpected and 
transfer was made with no thought of estate 
taxes or impending death. Except for trans- 
fers in contemplation of death, Congress 
never intended to apply Sec. 811(d) to joint- 
ly held property. Koussevitsky v. Comm., 5 
T.C. No. 78, Aug. 30. 


Income Tax 


Donor taxable on assignment of im- 
pounded income. Decedent owned a half 
interest in an oil lease. A purchaser of oil 
impounded sales proceeds because of a dis- 
pute between decedent and the other owner. 
In 1937 decedent irrevocably assigned his 
interest in the lease and impounded income 
to his brother. The net income amounted to 
$8,800 and was not released until 1940 when 
it was paid to the donee. HELD: Impound- 
ed income up to date of assignment is tax- 
able to donor-decedent. Est. of Anthony v. 
Comm., 5 T.C. No. 92, Sept. 19. 


Trust income not taxable to grantor- 


trustee. Taxpayer set up an irrevocable 
trust for the benefit of his son and any of 
his after-born children. Taxpayer’s father 
served as sole trustee until his death in 1937 
when taxpayer succeeded as trustee. Corpus 
of the trust consisted of 10,000 shares of 
stock of a company in which taxpayer and 
other family members had a large interest. 
Commissioner contended that the trust in- 
come for 1939, 1940, and 1941 was taxable 
to the grantor on the grounds that he en- 
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joyed such economic benefits and such pow- 
ers of control that the trust came within 
the Clifford rule. HELD: Trustee had only 
such powers of management as might be 
properly exercised by a trustee. The Clifford 
case does not apply, and taxpayer is not tax- 
able on the trust income. Black v. Comm., 
5 T.C. No. 93, Sept. 19. 


Amount received on surrender of life es- 
tate taxable as ordinary income. Taxpayer 
was beneficiary of a $100,000 trust fund set 
up by her father-in-law. Her husband died 
in 1937, when she was 32, and left her but 
120 shares of stock in a corporation. In or- 
der to establish her rights to the trust, the 
widow was confronted with considerable 
litigation, and with more to follow, she fin- 
ally surrendered her life interest in the 
trust for $55,000. This settlement was made 
in 1940 with the approval of the New Jersey 
Chancery Court. HELD: The amount re- 
ceived is taxable to the widow as ordinary 
income in 1940. McAllister v. Comm., 5 T.C. 
No. 87, Sept. 13. 


Capital gain of charitable trust not tax- 
able. Decedent set up a testamentary trust 
with income to go to a hospital and a uni- 





Peoples - Pittsburgh 
Trust Company 


Member Federal Deposit Insurance Corporation 


TRUSTS and ESTATES—October 1945 


versity. In 1941, the trustees distributed the 
net income as well as $860 of capital gains 
realized from the sale of securities. The 
Commissioner contended that the trust’s 
net income for 1941 was $860 and assessed 
the deficiency. HELD: Trust is not taxable 
for capital gains inasmuch as the entire net 
income as well as remainders (as construed 
by State court) was to go to same institu- 
tions. Tyler Trust v. Comm., 5 T.C. No. 69, 
Sept. 14. 


Loss on sale of inherited property al- 
lowed. Taxpayer inherited property, in- 
cluding jewelry, from his aunt. After giving 
some of the jewelry to members of his fam- 
ily, he turned over the rest to a well-known 
jeweler for sale. Subsequently, a necklace 
was sold for $3,500 and taxpayer claimed a 
loss of $1,500, based upon a $5,000 valuation 
for the estate. HELD: Loss is deductible 
since it resulted from a transaction entered 
into for profit. However, loss is subject to 
provisions of Sec. 117(b) of ILR.C. (50% 
limit on long-term capital loss) because 
necklace was a capital asset. Reynolds v. 
Comm., T.C. Memo, July 31. 


Capital gains taxable to separate trusts. 
Decedent’s will provided that the residue be 
divided into two equal shares for his wife 
and children and that the children’s share 
be divided into as many equal parts as there 
were children surviving. Wife and two chil- 
dren survived testator. The three trusts thus 
created were not so set up on the books. Se- 
curities were sold at a gain and taxed to the 
estate as a whole. HELD: The capital gains 
are taxable to the three trusts separately. 
Court points out that the maxim, “Equity 
looks on that as done which ought to be 
done,” applies. Britten v. U. S., U.S.D.C., 
N.J., June 15. 


Interest paid by transferees on tax defi- 
ciencies deductible. Decedent’s estate was 
assessed an additional estate tax because of 
Commissioner’s taxation of certain gifts, as 
being made in contemplation of death. The 
estate, the widow and two children as trans- 
ferees paid the tax determined by stipula- 
tion, with interest. HELD: The interest 
paid by the transferees is deductible on 
their respective individual income tax re- 
turns under Sec. 23(b) of I.R.C. (This de- 
cision will doubtless aid materially, when 
other contrary cases (from C.C.A.-5, 8, 9) 
are appealed to Supreme Court.) Comm. v. 
Breyer, C.C.A.-3, Aug. 31. 





Gift Tax 


Valuation of closely held stock. Gifts 
which taxpayer made to his three children 
included stock of his drug company which he 
reported on his gift tax return at $100 per 
share. Commissioner assessed gift tax defi- 
ciency based on a value of $285 per share. 
HELD: Based on the evidence, the fair mar- 
ket value of the stock is $165 per share. The 
taxpayer gave important evidence in sub- 
stantiating the valuation. Roberts v. Comm., 
T.C. Memo, July 30. 


Revenue Bureau Rulings and Tax News 


Stock Sale Agreement. Explanation of 
the applicability of T. D. 5459 to certain 
specific examples is made in connection with 
stock of decedent sold by estate to surviving 
associates pursuant to prior agreement with 
decedent. (Special letter ruling, Aug. 23.) 
(See article by Raymond Hilgedag in this 
issue. ) 


I. T. 3754. Holds that husband and wife 
holding real estate as joint tenants in Wis- 
consin may, for Federal income tax pur- 
poses, each report one-half of the net in- 
come from rental of such property. Upon 
sale of the property, sales proceeds are to 
be allocated in equal amount between the 
husband and wife. 


Deductions for Payments to Widows or 
Heirs of Deceased Service Men. If former 
employer pays reasonable lump sum amount 
to the widow or children of a deceased ser- 
vice man in recognition of services rendered 
by the employee, the employer may deduct 
such amount from gross income for Federal 
income tax purposes. (Special letter ruling, 
May 12.) 
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New Tax Publication 


The Tax Law Review, a new quarterly pub- 
lication for the use of attorneys, accountants, 
corporate officers, and specialists in taxation 
will be published, beginning in October, by the 
New York University School of Law. In ad- 
dition to leading articles by well known 
authors engaged in tax practice, each issue will 
present the views of a social scientist in an 
attempt to bridge the gap between legal and 
economic thinking on tax matters, Dean Arthur 
T. Vanderbilt said in making the announce- 
ment, 


A faculty editorial board headed by Profes- 
sor Edmond N. Cahn as editor-in-chief, will be 
assisted by an advisory board consisting of 
outstanding tax authorities. 
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Closing Alien Tax Loopholes 


The Bureau of Internal Revnue was urged 
by Peter Guy Evans, of Janis, Bruell & Evans, 
New York, certified public accountants, to in- 
vestigate evasion of gift taxes by non-resident 
aliens who, in an effort to avoid the payment 
of income taxes on capital gains acquired dur- 
ing the war, have divided their wealth among 
members of their families. Mr. Evans, who is 
vice-chairman of the Federal Taxation Com- 
mittee of the New York State Society of Certi- 
fied Public Accountants and Tax Editor of 
Trusts and Estates, told the September meet- 
ing of the Society that through an oversight 
by Congress, non-resident aliens in this coun- 
try on temporary visas have not paid any 
taxes on millions of dollars of profit from trad- 
ing in securities. The Bureau is now attempt- 
ing to remedy the situation by requiring such 
aliens to fill out Form 1044, but, Mr. Evans 
continued, the Bureau should at the same time 
check on the many cash gifts made by these 
aliens to members of their families during 
their stay in this country, to which the gift tax 
would apply. 


In order to prevent aliens from leaving the 
United States without paying taxes on capital 
gains accumulated during the war, Mr.. Evans 
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suggested that Congress speedily enact new 
legislation taxing the increase in value on the 
theory of a constructive sale. Before a non- 
resident alien is cleared for taxes, he should 
be required to furnish the Treasury Depart- 
ment with an inventory of his securities, to- 
gether with the original cost. His tax should 
then be figured on the difference between cost 
and market value on or about the date of his 
departure. 
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A TAX PROGRAM FOR A SOLVENT 
AMERICA 


The Committee on Post-War Tax Policy, Roswell 
Magill, Chairman, The Ronald Press, New York; 
$3.00; 278 pages. 


The Committee on Post-War Tax Policy con- 
sists of six outstanding fiscal experts: Fred R. 
Fairchild, Rowland R. Hughes, Victor H. 
Stempf, Thomas N. Tarleau, Roswell Magill 
and Harley L. Lutz. The underlying philosophy 
which dominated the committee’s thinking and 
proposals is indicated in the following state- 
ment: “We believe that the financial stability 
created by a balanced budget will contribute 
more to (the maintenance of production, em- 
ployment and consumption through private en- 
terprise) than can be contributed by a policy 
of deficit financing which, once begun because 
of an emergency, can hever be terminated be- 
cause the emergency itself tends to be in- 
definitely prolonged by the deficit policy.” 

Major reliance on this program is placed 
upon individual and corporate income taxes. 
The elimination of the normal tax is recom- 
mended. If the budget were to be $22 billion 
the starting rate for the tax would have to be 
at least 20°. The following’ conclusion is of 
particular interest: 

“We believe that the taxation of inheritances 
and estates, as well as gifts, should be returned 
to the states, as one means of revenue equaliza- 
tion. If these taxes continue to be levied by 
the Federal government, the gift tax should 
be correlated with the estate tax; under ordin- 
ary circumstances, no estate tax should be 
levied on transfers to the decedent’s spouse; 
and the rate should be somewhat reduced and 
stabilized.” 
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Minimizing Estate Taxes 


Suggestions for minimizing estate taxes in 
drafting wills are contained in an article under 
that title by Charles A: Morehead of the Miami 
Bar, in the July issue of Florida Law Journal. 
Mr. Morehead discusses methods for eliminat- 
ing successive death taxes, reducing taxes on 
trust income, tax-wise disposition of the fam- 
ily residence, and provisions for payment of 
estate taxes. Suggested forms of clauses are 
appended. 











Trust Act Model for Agreements 


The Texas Trust Act, passed in 1943 and 
amended in 1945, constitutes a workable trust 
agreement that compares favorably with a 
trust agreement that a capable attorney can 
draft, and can be used in its entirety as a 
trust agreement simply by specifying the ben- 
eficiaries, the extent of each beneficiary’s in- 
terest, the length of the time the trust is to 
run, and a description of the properties con- 
veyed to the trust, stated Edward S. Boyles, 
general counsel, First National Bank of Hous- 
ton, in an address before the Trust Council 
of Fort Worth on Sept. 17th. Mr. Boyles, 
who was chairman of the Trust Committee of 
the State Bar of Texas, which sponsored the 
original Act and its later amendments, warned 
however, that in each individual case, the Act 
should be carefully checked to determine if 
it will fit in its entirety. If the prospective 
trustor objects to some particular provision or 
provisions in the Trust Act, he may exclude 
the objectionable provisions. Also, the pros- 
pective trustor may disregard the act entirely 
and create a trust under whatever terms he 
deems appropriate to his circumstances. As a 
result of the passage of the Act, the attorney, 
the trust officer, and the prospective trustor 
have at hand a tool which will help solve many 
of the problems that each encountered in the 
past. 


Three sections of the Texas Trust Act merit 
particular attention, said Mr. Boyles. These 
are: (1) Trusts created under the Act are 
revocable unless expressly made irrevocable in 
the trust agreement; (2) the trustee must 
provide bond unless otherwise specified in the 
trust instrument or unless a corporate trustee 
is named; and (3) the “prudent man” invest- 
ment rule is established for the investment 
of trust funds. 


Mr. Boyles was assisted by a panel composed 
of J. Paul Jackson and Maurice Purnell, at- 
torneys of Dallas, and George Irving, vice 
president and trust officer, Second National 
Bank of Houston, all of whom served on Mr. 
Boyles committee. An open forum followed 
Mr. Boyles’ address. 


H. T. McGown, attorney, was named chair- 
man of the Trust Council for the ensuing year; 
Floyd O. Shelton, vice president and assistant 
trust officer at Fort Worth National Bank, 
was elected treasurer; W. Frank Cooper, life 
underwriter, was reelected secretary. 
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Answers Stock Transfer Questions 


The Canada Permanent Trust Company 
(head office, Toronto) has issued a booklet 
“The ABC’s of the Transferring of Stock,” 
presenting in question and answer form much 
helpful information for investors. 








Legislation Report 


1945 fiduciary legislation not previously re- 
ported in Trusts and Estates includes the fol- 
lowing measures: 


Connecticut 


Act 360: Provides that where an intestate 
estate consists solely of real estate, the court 
may issue a certificate of descent to heirs 
without the appointment of distributors. 

Act 350: Makes several changes in procedure 
for notice to creditors. 

Act 439: Provides for proration of death 
taxes among persons interested in estate. 


Hawaii 


Act 273: Adopts community property sys- 
tem. 

Act 186: Provides that court may refer final 
acebunt of a trustee or guardian to a master, 
irrespective of the amount of annual income. 


Massachusetts 


Ch. 728: Adds “physical incapacity” as cause 
for appointment of a conservator. Proceeding 
must be brought upon the individual’s petition 
or with his written assent. 


Ch. 469: Amends G. L. 215, §9, by adding 
the following: “In lieu of an appeal a person 
aggrieved may allege exceptions as provided in 
section one hundred and thirteen of chapter 
two hundred and thirty-one.” Hitherto it has 
been held that “exceptions” such as are com- 
mon in law actions had no place in probate pro- 
ceedings. 

Ch. 582: Establishes detailed, new pro- 


cedure for declaratory judgments in probate 
courts. 


Wisconsin 


Ch. 536: Provides procedure and penalty in 
event a fiduciary fails to file his account as 
required by law or ordered by the court. 
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Decisions 


LEGAL CONTRIBUTING EDITORS: Digests of the current decisions affect- 
ing fiduciaries, published in the following pages, were reported by these 
attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
COLORADO: Hubert D. Henry—Collier, Collier & Henry, Denver 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 


The complete roster of editors appears in July and January. 








Distribution — Right of Aliens to Inherit — 
State Law Controls 


California—District Court of Appeals 
Estate of Bevilacqua, 70 A. C. A. 679. 


This case involved a controversy as to right 
of administration as between a first cousin of 
decedent, who died in 1944, a resident of Cali- 
fornia, and the public administrator claiming 
to represent the widow and four adult children 
of decedent, all of whom were aliens, residents 
of Italy. Sections 259, 259.1 and 259.2 of the 
Probate Code, enacted 1941, provide in effect 
that the right of nonresident aliens to take 
real or personal property in California by suc- 
cession or testamentary disposition is depend- 
ent on the existence of a reciprocal right where- 
by citizens of the United States would enjoy 
the same rights in the country of which the 
alien is an inhabitant and citizen. The public 
administrator, representing the alien heirs, 
contended statute was unconstitutional as a 
violation of the commerce clause of the United 
States Constitution, as an invasion of the 
treaty making power and of the war powers of 
the United States. 


HELD: Contention rejected and right of 
the first cousin, presumptively an heir “en- 
titled to succeed to the estate” (Probate Code 
Section 422), to letters of administration up- 
held, there being no proof of any reciprocal 
right of inheritance accorded by Italy to 
United States citizens and residents which 
would give the widow and children a prior 
right of inheritance. Ground of the decision is 
that the right to regulate inheritance is vested 
exclusively in the state. 

The court calls attention to the fact that 
Crowley v. Allen, 52 F. Supp. 850, abstracted 
in 78 Trusts and Estates 621, holding the sec- 
tions in question to be unconstitutional, has 
been reversed in Allen v. Markham, 147 F. 2d 
1386 (C.C.A. 9), abstracted in 80 Trusts and 
Estates 421, but that petition for certiorari 
was granted May 28, 1945. 


Distribution — U.S. Pension Funds Escheat 
to Federal Government 


Massachusetts—Supreme Judicial Court 
Coakley v. Attorney General, 1945 A. S. 933. 


Petition by a public administrator to deter- 
mine whether the estate of X, who died with- 
out known heirs, escheated to the Common- 
wealth or to the U. S. X was an insane veteran 
and his estate was wholly derived from ad- 
justed service compensation and a Federal 
pension. Both came within the provisions of 
the U. S. statute, providing that such funds 
should escheat to the U. S. rather than to the 
state. 

HELD: While a U. S. statute could not pro- 
vide that funds unqualifiedly owned by a de- 
cedent should escheat to the U. S., this money 
was not unqualifiedly owned by him. The U. S. 
as the donor can provide that as long as pen- 
sion money can be traced it shall be subject 
to such restrictions as Congress may pre- 
scribe. In a case of this sort the will of Con- 
gress rises superior to common law qualities 
of an estate. Hence it escheated to the U. S. 


0 
Gifts — Delivery of Pass Book Held Valid 


Colorado—Supreme Court 
Nelson v. Spotts, #15635. Decided Sept. 10, 1945. 


Decedent had created a joint savings ac- 
count in the name of herself and Nelson. She 
subsequently withdrew the joint account and 
deposited the proceeds in an account in the 
name of Nelson alone. She placed the pass book 
in a safety deposit box for which Nelson had 
a key and to which Nelson had access. This was 
a contest to determine whether Nelson or the 
administratrix of the decedent’s estate was 
entitled to the account. 

HELD: Nelson is entitled to the account. 
All of the essential elements of a gift inter 
vivos are present. The clear and unmistakable 
intention to make a gift and the performance 





of those acts which the law requires to divest 
the donor and invest the donee with the right 
of property are present. 
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Jurisdiction — Equity Jurisdiction of the 
Probate Court Against Non-Residents 


Massachusetts—Supreme Judicial Court 
Creed v. Keyes, 1945 A. S. 929. 


On X’s death he was entitled to $13,000 from 
the City of Boston under the contributory pen- 
sion system. It was paid over to his brother 
A in accordance with a “nomination” made 
before death. A lived in New York. The ad- 
ministrator c.t.a. filed a petition in equity in 
the probate court against A and his brothers 
and sister, all non-residents, seeking to obtain 
the money. Service was by publication and 
mailing. There was no evidence that the money 
was in Massachusetts, and no attempt was 
made to get partial jurisdiction by reaching 
any share which A might have in the estate. 
The respondents appeared specially and moved 
to dismiss for lack of jurisdiction. The peti- 
tioner’s claim of jurisdiction was (1) because 
the will was allowed in the probate court, (2) 
because if the nomination was invalid the fund 
was an asset of the estate, and (3) because the 
respondents had entered into a compromise 
agreement in the probate court in reference 
to the fund and had assented to the allowance 
of the will. 


HELD: No jurisdiction. The probate court 
has no equity jurisdiction or power which the 
superior court would not have if the case were 
begun there. In this case the probate court 
would have jurisdiction to recover money 
claimed to be assets of the estate if the par- 
ties were before it. There was, however, no 
such connection between the proceedings for 
the probate of the will and the present pro- 
ceedings as would extend the voluntary appear- 
ance in the former to the latter. There would 
be no such connection in the superior court 
and the fact that it is the probate court makes 
no difference. 


0 


Powers — Limitations — Trustees’ Abuse 
of Discretion 


New Jersey—Court of Chancery 
Conlin v. Murdock, 43 A. 2nd 218. 


Leaving an estate of approximately $60,000, 
decedent created a testamentary trust, direct- 
ing the trustees to pay his three sisters and 
a brother the net income and so much of the 
principal as in the trustee’s absolute discre- 
tion they deemed proper for their support. The 
distributions were to be “during their lives in 
such respective shares and _ proportions, 
Whether equal or unequal.” One sister and the 
brother were named executors and trustees. 
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trustees established a $50 monthly allowance 
for themselves, as well as for their sister 
Georgina, who was seventy-three years of age, 
crippled, destitute, and without any other inde- 
pendent means of support. Complaining that 
she required constant medical care, and de- 
pended for maintenance upon her daughter, 
who earned a moderate salary, Georgina sought 
construction of the testator’s testamentary in- 
tention. While the trustees admitted the facts 
as alleged by the complainant, and agreed that 
the monthly allowance to her was insufficient 
to maintain her, they contended that their 
action was justified, in that they received the 
same distribution as their invalid sister. 


HELD: In view of complainant’s circum- 
stances, the monthly allowance is grossly in- 
adequate for her support and maintenance, and 
manifestly not in accord with the testator’s 
clear intent. Since the trust provided in un- 
mistakable terms for the support and mainten- 
ance of the sisters and brother, and that the 
principal could be invaded for that purpose, 
the treatment of the complainant by the trus- 
tees constituted an unquestioned abuse of 
their discretion. Unless the parties agree upon 
a reasonable monthly allowance to be paid to 
Georgina, the question will be referred to a 
master. 
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Successor Fiduciary —- Appointment of 
New Trustee Ex Parte by Court When 
Old Trustee Has Resigned Is Invalid 


Iowa—Supreme Court 
In re Jones Estate, 19 N. W. (2d) 611. 


By will of his father a farm was placed in 
trust for the use and benefit of his son, and 
if son lived to January 1, 1955, the trust should 
end and title should vest in son, but if son 
previously died leaving issue of his body, the 
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title should vest in such issue. Without knowl- 
edge of the son the original trustee resigned 
and the court accepted the resignation and 
appointed ex parte a new trustee. 

HELD: On motion of the son, the ex parte 
appointment was reversed. 


0 


Wills — Probate — Necessity of Subscrip- 
tion or Acknowledgment While Both 
Witnesses Present 


California—District Court of Appeal 
Estate of Lynch, 70 A. C. A. 475. 


HELD: Requirement of Probate Code Sec- 
tion 50, of subscription or acknowledgment of 
a will before two witnesses present at the same 
time, is not complied with where evidence 
showed that one of the witnesses, decedent’s 
secretary, was at her desk on opposite side of 
the room from that of the decedent, while de- 
cedent and the other witness were looking at 
or signing some paper the nature of which 
she did not know, and that after the other wit- 
ness had gone, decedent laid the document be- 
fore the secretary and requested her to sign 
it, which she did. She did not know the docu- 
ment was a will until after she had signed 
it. The court says that the phrase “in the pres- 
ence of” as used in the law of wills means 
conscious presence and not merely actual phys- 
ical presence where the party has no realiza- 
tion of what is going on. 
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Wills — Probate — Allowance of Foreign 
Will — Prior Adjudication in Domiciliary 
State 


Massachusetts—-Supreme Judicial Court 
Lee v. Monks, 1945 A. S. 941. 


X died in 1937 domiciled in California. In 
1913, while a resident of Massachusetts, he 
made a will bequeathing his estate to A. In 
1930 he went through a marriage ceremony 
in Arizona with B, having previously, in 1928, 
made a will in favor of B. Both wills were of- 
fered for probate in California. The California 
court, after a hearing and a contest by B, 
found that the Arizona marriage was invalid 
and that the will of 1928 was invalid because 
of undue influence by B. It allowed the 1913 
will. In 1944 A filed the necessary papers in 
Massachusetts for ancillary probate of the 
1913 will. B opposed it and attempted to set up 
the later will and her marriage as invalidating 
the prior will. 


HELD: As the only property of the decedent 
in Massachusetts was personalty, its distribu- 
tion was governed by the law of California. 
The adjudication of the validity of the 1913 
will in California was binding and the question 
could not be tried over again in Massachusetts. 
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The. court said that the phrase “additional 
proof” as used in G. L. 192, §10, did not mean 
trying a case over but referred to cases where 
the will has never been admitted to probate 
in any other jurisdiction. 


The question as to the revocation of the 
earlier will by marriage is not a matter for 
the law of Massachusetts, but of California, 
and the California court had already decided 
it. If that court was in error the remedy was 
in the California courts or the U. S. Supreme 
Court. So far as Massachusetts was concerned 
the judgment of the California court was en- 
titled to full faith and credit. 


Wills — Probate — Right of Widow to Ob- 
ject Despite Provisions of Antenuptial 
and Separation Agreements Invalid 
Where Made 


New York—Court of Appeals 


Matter of Weeks, New York Law Journal, Aug. 31, 
1945. 


In a New York probate proceeding the testa- 
tor’s widow objected to the jurisdiction of the 
court on the ground that the decedent died 
domiciled in Florida. The proponents contended 
that the widow was estopped from so doing 
by reason of provisions in an antenuptial 
agreement and later a separation agreement 
made in Florida whereby she relinquished her 
rights in the testator’s estate. 


HELD: The validity of the antenuptial and 
separation agreements was governed by the 
law of Florida where they were made and since 
it appeared that under that law they were in- 
valid because the testator’s true financial con- 
dition was at all times withheld from the ob- 
jectant, she was not barred from objecting to 
the jurisdiction of the New York court. 


Multiple Death Taxation 
Removed 


All forty-eight states, as well as the Ha- 
waiian Islands, Alaska and the District of 
Columbia now have either a reciprocal exemp- 
tion with respect to the taxation of the in- 
tangible personal property of non-resident de- 
cedents, or will not, by statute, tax the in- 
tangible personal property of non-resident de- 
cedents. The last five states to adopt recipro- 
cal exemption provisions are: Oklahoma (ef- 
fective April 28, 1945), Arkansas (effective 
June 6, 1945), Montana (effective July 1, 1945), 
South Dakota (effective July 1, 1945), and 
Nebraska (effective August 10, 1945). 





